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COMMENT AND OPINION 


How to Cure a Sick Business 
A READER has sent in the following 

excerpt from an article in Life (Oc- 
tober 2, 1950) about W. Stuart Syming- 
ton, recently appointed chairman of the 
National Security Resources Board of the 
United States. Like others who have 
spoken to us about it, he asks “Have ac- 
countants any comment to make regard- 
ing 2)?” 

Symington by this time had worked out 

a standard procedure for curing sick busi- 

nesses. Briefly it is: 1) get a good law- 

yer, 2) fire the accountants and get new 
ones who will have a fresh approach to 
the figures, 3) call in a firm of manage- 
ment engineers for a survey, 4) get all 
the facts about everything affecting the 
business, 5) reduce the facts to the simp- 
lest possible terms, 6) issue a chart of 
structure and function so that everybody 
knows exactly what he is supposed to do, 
how he fits in and to whom he reports, 

7) be tough (“Men don’t mind how 

rough you are if they think you're tryin’ 

to get something done and you're fair”), 

8) keep it simple. 

Our comment is that there is no rea- 
son for accountants to be sensitive over 
this sort of thing. We do not imagine 
that our legal friends object to 1) and 
yet could not the verbiage of 2) have 
been reduced to “get a good accountant” ? 
We do not think that Mr. Symington had 
public accountants in his mind anyway. 
They are not responsible for the disease, 
and. if the commercial accountant is not 


good, it is frequently the public account- 
ant who calls attention to the symptoms. 

Controllers and other accountants in 
industry often suggest that they are the 
watchdogs for management. We believe 
that Mr. Symington is agreeing with 
them. There is an expensive 70 Ib. 
thoroughbred in our house who is a 
grand dog. But, if our safety were to 
be dependent on a watchdog, we should 
certainly have to get one with a different 
approach! Is not Mr. Symington merely 
pointing out that you must have the right 
man in the right place? 


Foreign Exchange 

TT end of eleven years of a con- 
trolled exchange rate finds the major- 
ity of our members with little or no ex- 
perience of the balance sheet and income 
account problems of a fluctuating rate 
for the Canadian dollar in terms of for- 
eign currencies. Due to the timing of a 
return to free market dealings in ex- 
change, many companies, whose fiscal 
year-ends are approaching, may require to 
make special exchange adjustments in 
their accounts. Some thoughts on this 
subject may be helpful to our readers and 
they should be taken into account when 

laying the preliminary plans for audits. 
The audit of exporting companies 
should be approached with the view that 
it is quite likely that there may be un- 
completed contracts for the sale for for- 
ward delivery of foreign exchange at the 
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last official rates for forward contracts. 
These rates varied with the length of the 
contract and are, for United States dol- 
lars, 1/16 cent per 30 days less than the 
spot delivery rate of $1.10 Canadian and, 
for sterling, 1/4 cent per 30 days less than 
$3.0714 Canadian. A contract entered 
into, or extended, with a 15-day interval 
would be at a differential of 1/32 cent 
and 1% cent respectively. 

The possibility of importers having 
entered into contracts for the purchase of 
foreign exchange for forward delivery 
should not be overlooked. By the na- 
ture of the public view of the probability 
of a revaluation of the Canadian dollar, 
it is not likely that there will be many 
of these cases. | However, it will be 
found that, for one reason or another, 
some have bet against the field. The of- 
ficial rates on this side of the market are 
1/16 cent more than $1.101/4, Canadian 
per 30 days for United States dollars 
and 14 cent more than $3.0834 Cana- 
dian per 30 days for sterling. Again 
a contract entered into, or extended, with 
a 15-day interval would be at differen- 
tials of 1/32 cent and 14 cent respec- 
tively. 

Evidence of the existence of unexpired 
forward contracts will not ordinarily be 
found in the books of account. They 
will be located by asking appropriate 
questions on bank confirmations, by 
studying the practice of clients through 
close scrutiny of bank debit and credit 
notes, cancelled cheques, etc., and by an 
examination of bank account transac- 
tions after the close of the fiscal period. 


It should be borne in mind that the 
Foreign Exchange Control Board, while 
refusing to enter into forward contracts 
on either side for longer than 90-day 
periods in most cases, did approve longer 
contracts in special circumstances. Fur- 
ther, it has been a consistent practice to 
permit one 15-day extension when it 
seemed probable that the exchange could 


be delivered or taken during that period. 
It cannot be assumed, therefore, at De- 
cember 31, 1950 or later, that, because 
these dates are more than 90 days away 
from September 29, 1950, all old for- 
ward contracts will have been completed 
by delivery and the relative entries al- 
ready made in the accounts. Where pos- 
sible, all such open forward contracts 
should be followed through to the final 
date of maturity; and the rate at which 
they are closed out, if delivery has not 
been made or taken, should be ascertain- 
ed. It would seem unlikely that the 
Board would permit an undelivered con- 
tract for the sale of foreign exchange 
to it to be closed out at a rate other than 
the opposing old official rate, or fail 
to insist on delivery being taken of a 
contract to purchase foreign exchange. 


If the free rate of exchange remains 
relatively stable from October 1, 1950 to 
the close of the fiscal year, there will be 
little material significance should the 
existence of a forward contract at the 
free rate not be discovered. Under the 
same condition, however, there will be a 
material significance if a still open con- 
tract at the old official rate is not taken 
into consideration. Should the free rate 
not remain relatively stable, all contracts 
entered into during the current fiscal 
period should be carefully studied to as- 
certain open balances. 


It should be remembered that, up to 
this time of writing (mid-October), the 
policies of the Board (other than on mat- 
ters of rates of exchange) have not var- 
ied to any important extent so far as they 
affect commercial transactions with non- 
residents of Canada. Pre-war balances 
due to related or controlling companies 
or individuals hold the same position as 
they have held for years. 


There has been, however, an important 
change in that foreign exchange transac- 
tions between residents of Canada, pre- 
viously permitted. in specific cases only, 


rr renee 








Comment and Opinion 189 


have now been considerably widened. It 
is probable that many commodities sold, 
in the same condition as imported, by a 
Canadian middleman will be billed by 
the middleman in foreign exchange to 
the value of the commodity itself and in 
Canadian dollars for freight and duties 
if these are paid by the middleman. One 
will also encounter marine insurance 
premiums on export or import cargoes 
on contracts expressed in foreign ex- 
change invoiced by Canadian insurers in 
that foreign exchange. If, therefore, the 
rate of exchange is fluctuating widely, it 
should not be assumed that all open debts 
to Canadians, although entered in the ac- 
counts on a Canadian dollar basis, can 
necessarily be settled in the exact amount 
set up as the liability. A careful review 
of unpaid invoices should be made in 
these circumstances and, if a lapse of time 
permits, the actual settlement after the 
close of the fiscal period might be traced. 


When examining current balances due 
to foreign related or controlling com- 
panies or individuals, care should be 
taken to separate amounts due for goods 
and services from those which are cash 
borrowings. It should not be blandly 


assumed that these debts can be dis- 
charged in the precise amounts stated in 
the accounts as the Board may have made 


stipulations on the currency in which the 
debt is denominated. | Many instances 
will be found of Canadian dollar bor- 
rowings which the change in exchange 
rates will not affect. Other cases will be 
found of foreign exchange borrowings, 
recorded in the accounts at rates in effect 
at the time of borrowing, which might 
now be adjusted to prevailing rates. It 
may also be the case that the rate on 
some of these foreign exchange borrow- 
ings has been fixed because of a “swap” 
arrangement, i.e. a forward contract to 
repurchase at a stipulated rate has been 
entered into at the time the foreign ex- 
change was sold to a Canadian bank. A 
point to remember is that whether or not 
foreign exchange was so sold is not the 
criterion of the denomination of the 
debt. The answer should be found in 
the company’s file of correspondence with 
its bank or with the Board. 


Perhaps we have said enough to in- 
dicate that alertness in a direction new 
to many of us will be necessary during 
the next few months. Possibly time 
spent in a study of the points raised here 
will be a welcome relief from taxation 
problems, although there is no doubt 
that many of the decisions taken will 
have a bearing on the determination of 
income subject to tax. 





THE SENSE OF RECKONING 
By George Schwartz 


OETHE, whose bicentenary is being cele- 
brated this year, once remarked that 
bookkeeping by double entry was one of the 
finest inventions of the human mind. I am 
prepared to salute the genius of the man who 
could find time for that sort of reflection in 
the intervals of producing ‘Faust’. 

Mr. Aneurin Bevan, whose bicentenary will 
undoubtedly be celebrated at the appropriate 
time, has a poorer view of accounting. Speak- 
ing last week-end about steel nationalization, 
Mr. Bevan declared with some asperity that 
many steel masters were accountants using the 
brains of technicians. “I know some of them 
and they know as much about steel-making 
as my granny.” 

Last week a lecture was delivered under the 
auspices of the University of London on the 
Post Partum Necrosis of the Anterior Pitui- 
tary Gland. I have a feeling that Goethe 
could have sat in at that lecture without find- 
ing it altogether incomprehensible. I am 
quite certain that Mr. Bevan knows as much 
about the Anterior Pituitary Gland as my 
granny. But Mr. Bevan is responsible for 
the administration of the National Health 
Services. How come? 

The accountant is not a popular figure in 
life. If economics is the dismal science, ac- 
countancy is the dismal practice. A hollow 
groan goes up when the memorandum for 
a beautiful scheme is followed by the ac- 
countant’s observations. Oh for a world in 
which £s.d. were really meaningless symbols! 

Now the accountant does not create ac- 
counts: he keeps them. As we can see by 
the film industry, some unpleasant facts can 
emerge when proper accounts are kept. But 
as we can see by the ground-nut scheme, still 
more unpleasant facts eventually emerge when 
proper accounts are not kept. 

To quarrel with accounting is to quarrel 
with economic calculation, and that is to quar- 
rel with Providence itself for not having sup- 
plied everything in such abundance that it 
can be had for the asking. In a world con- 
ditioned by scarcity, accounting is the tool of 
fational choice and action. 


Even a Socialist Government realises that 
more effort devoted to housing involves a 
subtraction from other forms of output, and 
that steel going into a battleship is so much 
less steel available for other construction. In 
atriving at its decisions it necessarily has re- 
course to accounting estimates which conven- 
iently provide the common measure of £ s. d. 


And don’t pick me up at this stage by 
denouncing the meanness of a social order in 
which everything is nicely reckoned in shil- 
lings and pence. Reckoning is another name 
for scoring, and if your favourite team is at 
the bottom of the league, don’t blame it on 
the arithmetic. When you have finished that 
dreary walk to the pavilion with the score- 
board recording Last Man 0, fling your bat 
across the dressing-room in a temper if you 
like, but don’t take it out of the scorer. 


Technically we could build twice as many 
houses next year as we shall build. It isn’t 
the accountant who will stop us. Technically 
we can extract gold out of sea water. The 
accountant will reveal the economic undesir- 
ability of this operation merely by recording 
the costs opposite the value of the gold ex- 
tracted. If you like to subsidize the running 
of a symphony orchestra, there are plenty of 
respectable accountants who will keep the 
books for you, and show the cost of the 
subsidy to the nearest penny without proffer- 
ing any gtatuitous advice about the wisdom 
of your action. 


Let us recognize the enormous contribution 
made by the technicians to the increase in 
material welfare. But let us recognize that 
this contribution has been made within the 
framework of accounting. Don’t think merely 
of the inventions and innovations that have 
been adopted: think of those that have been 
mooted and tried, and ruled out by the ac- 
counting test. The technicians will, I hope, 
not misunderstand me when I say that the 
quickest way to ruin a business is to let the 
technicians have their head. The new Lord 
Mayor of London is an accountant, a tactful 
hint to neighbouring Westminster. 


Reprinted from The Sunday Times (London); November 13, 1949 
190 


—EE——E 


Se 


— ~s ae ae 


eS 


RENE ——- 
Net . 


eEERNCTNTENRe cee 





Uniformity in Municipal 


Accounting and Reporting 


By J. H. Lowther 


Director, Public Finance Division, 
Dominion Bureau of Statistics 


Progress towards a goal and 
a plea for the accountant’s co-operation 





ree municipal accounting 
was possibly considered relatively 
unimportant in the past, it has and is as- 
suming constantly increasing importance 
as the role of local governments in our 
national economy continues to grow and 
expand along with their spheres of in- 
fluence and service to the communities 
concerned. 

Although there is an essential differ- 
ence between accounting and auditing in 
their literal sense and chartered ac- 
countants are not primarily concerned 
with the former, it is a well known fact 
that many of them perform a dual service 
in this particular field; some even to the 
extent of adding a third category of ser- 
vice, namely that of “bookkeeper”. In 
such instances they are in key positions 
to make major accomplishments in the 
way of uniformity. But aside from that, 
by the very nature of the roles they oc- 
cupy in the strict sense of municipal au- 
ditors, their associations can exercise 
great influence in this important phase 
of public service. 


In the fields of finance, accountants, 
auditors and _ statisticians have many 
common interests. ‘The accountant cre- 
ates or produces the raw materials, the 
auditor puts his stamp of approval on 


them in the form of end results which 
the statistician compiles and analyzes 
from a general point of view. 

Statistics are merely facts or based up- 
on facts and the accounting system pro- 
duces those facts. However, an account- 
ing system may be quite adequate in a 
strict accounting sense but the statistics 
produced therefrom may be neither in- 
formative nor useful. 

The Dominion Bureau of Statistics 
comes into contact with the question of 
uniform municipal accounting through 
its interest in public finance. In a fed- 
eration such as Canada this embraces 
federal, provincial and municipal finance, 
each of which is very intimately connect- 
ed with the other, although under our 
constitutional set-up there has been but 
little in the way of direct relationships 
between the federal and municipal gov- 
ernments. 

Until but recently the Dominion Bur- 
eau of Statistics was the only federal 
agency which had an abiding interest in 
municipal affairs, and this by virtue 
of the interest just mentioned. How- 
ever, the Department of Finance now ad- 
ministers the programme of federal 
grants-in-lieu of taxes, which I believe 
is the first instance since Confederation 
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of direct federal-municipal financial rela- 
lations of any consequence. 

Statistics of public finance compre- 
hends an examination of government rev- 
enues and expenditures, assets and liabili- 
ties and related financial information. 
These data are also indispensable tools to 
further research in other highly import- 
ant fields such as taxation, social secur- 
ity, education, transportation, gross na- 
tional production and national income. 


Expansion of Government Sphere 


In the 83 years since Confederation 
significant changes and developments 
have occurred. This is not surprising, 
but rather to be expected. But possibly 
one of the most striking and significant 
changes has been in the gradual expan- 
sion of the sphere of governmental ac- 
tivity, and in the function of govern- 
ment. 


At the outset there were but few ser- 
vices to be provided for — at least in 
terms of present day conditions. Today 
there is hardly a segment of the popula- 
tion or area within the country that is 
not affected or concerned, in one way or 
another, by the far-flung reaches of gov- 
ernmental organizations. 


In 1871 there were 13 cities, 49 towns 
and 106 villages in the Dominion. To- 
day there are 122 cities, 543 towns, and 
1,103 villages. Altogether there are 
now some 4,000 odd municipalities in 
Canada which at the time of the 1941 
census represented 93% of the total pop- 
ulation. 


Our provincial governments have also 
increased, both in number and size, from 
4 at the time of Confederation to 10 
provinces stretching from Vancouver 
Island in the Pacific to the Province of 
Newfoundland in the Atlantic. 


I am sure it has been a source of real 
pleasure for us all to welcome this great 
new Province and its people into Confed- 
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eration as an integral part of Canada. 
To me it seems as if they have always 
been part of us; they have assumed their 
place so naturally. 


Changes in Financial Statements 


But possibly the most significant 
changes, and the kind that might appeal 
to your natural talents more readily, are 
those which are reflected in the financial 
statements and the public accounts of our 
governing bodies. 


In 1867 the first year of Confedera- 
tion, federal revenues and expenditures 
virtually balanced at between $13 and 
$14 millions. Today federal revenues 
have risen to over $2.4 billions with ex- 
penditures of like amount. These are 
hitherto unprecedented sums, astronom- 
ical as compared with even a few years 
ago. But still they were greatly exceed- 
ed, expenditures in fact being more than 
doubled, in some of the recent war years. 
The changes bringing about these condi- 
tions are truly significant. 


The reference of the Hon. D. C. Ab- 
bott in his recent budget speech exemp- 
lifies this fact. As you will no doubt re- 
call he referred to the current budget in 
these terms “ .. . that we must now ex- 
pect for some time to have budgets as 
large as this one — that we must cope 
somehow with a continuing level of ex- 
penditure of $2,400 million, even in the 
absence of large scale economic difhi- 
culties or widespread unemployment”. 
And developments since that time would 
seem to indicate still further increases in 
the offing. 

The Provinces at the time of Confed- 
eration required, in the aggregate, just 
over $6 millions of revenue while the 
requirements today of the 10 provincial 
governments will probably run between 
$700 and $800 millions. 


It must of course be recognized that 
we have a very much larger population 
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to care for — over 13.5 million accord- 
ing to 1949 estimates; that the dollar 
value has altered in no uncertain terms 
and that two World Wars have left their 
mark, such as through legacies of debt 
and veterans’ assistance. 

But it doesn’t require further mathe- 
matical calculations to indicate the wide 
margin between the growth of govern- 
mental finances and the latter offsetting 
considerations. The difference represents 
new services assumed and obligations in- 
curred in financing the wide range of 
responsibilities such as health, welfare, 
education, labour, transportation, justice, 
etc. 


Increase in Municipal Spending 


The growth of municipal governments 
reflects much the same story. In the 
early nineteen hundreds, and again fol- 
lowing the First World War, there was 
a tremendous upturn in local government 
spending to meet the rapidly expanding 
and increasingly onerous burden of ser- 
vices. New long-term debt was neces- 
sary to finance the cost of new schools, 
utility services and other public improve- 
ments. 

While aggregate figures for munici- 
palities in the early years of Confedera- 
tion are not available, municipal budgets 
amounted to about $115 millions in 1913 
and I would guess will be not far from 
five times that figure today. 


These few facts clearly indicate the 
tremendous changes which have taken 
place in our governmental systems. 


Where do all these funds come from 
and what are they spent for in terms of 
the income or property taxed and the 
services rendered by governments? What 
are the resources taxed to finance these 
services and what is left to the respective 
governmental authorities as against the 
ever-increasing tide of demands for new 
services and rising service costs? 


Mr. J. H. Lowther, once Muni- 
cipal Statistician for Ontario, has 
been chief of Public Finance Sta- 
tistics of the Dominion Bureau 
of Statistics since 1941. In 1945 
he prepared the statistics for the 
Dominion-Provincial Conference 
on Reconstruction. He is the 
author of the well-known Manual 
of Instructions designed to make 
possible the unification of gov- 
ernmental and municipal account- 
ing. He has been awarded the 
Louisville gold medal of the 
Municipal Finance Officers Asso- 
ciation of the United States and 
Canada “for distinguished public 
service in financial administra- 
tion”, 


Changes in Revenue Structures 


What are the significant changes which 
have taken and are taking place within 
the revenue structure of governments at 
each level and in the aggregate; and sim- 
ilarly, what are the significant aspects of 
government spending, in the transfer of 
functions or responsibility for services 
from one level or branch of government 
to the other? What do these and other 
factors add up to in terms of such im- 
portant economic indicators as national 
production, income and employment? 

These are some of the questions which 
the statistician must answer — or at least 
supply the raw materials which are basic 
to an answer. And thus becomes evident 
the place of uniform accounting in the 
equipment of the statistician in public 
finance. Without it the statistician is not 
sure that the raw materials he gets from 
the accountants, or auditors’ financial 
statements, are as complete or homo- 
geneous as necessary to enable him to 
make the comparisons and generalizations 
for which he exists. Uniformity must 
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prevail throughout the whole series be- 
ing studied; otherwise interpretation and 
analysis may produce meaningless or mis- 
leading results. 


The affairs of government today are 
so complex and involved that a compre- 
hensive understanding of the whole and 
of their inter-relationships is essential. 
The role of governments in the develop- 
ment of our national economy severely 
emphasizes the need for clear, concise, 
and unambiguous factual reporting. This 
is essential towards an enlightened citi- 
zenry, as well as for effective planning 
and financial policy-making. | Demands 
upon governments, stemming largely 
from the rapidly expanding economy of 
the nation, far outstrip anything that has 
been experienced in the past; and as the 
economy of the country becomes more 
complex, these needs in the fields of pub- 
lic finance and administration assume 
constantly growing importance. 


Complete Uniformity Not Possible 


These considerations alone would, in 
my own selfish opinion, adequately jus- 
tify the need for uniform municipal and 
in fact uniform governmental accounting 
to the greatest extent possible. I use the 
word “‘possible”’ intentionally, rather than 
“feasible” or “practical”, since I honest- 
ly feel that it is not possible to have uni- 
form accounting in a strict literal sense 
for all levels of government, or neces- 
sarily so for any one branch of govern- 
ment. By the very nature of the roles 
played by the different branches of gov- 
ernment and the nature of their finan- 
cial resources, certain differences are fun- 
damental to the basic accounting pro- 
cedures and their underlying concepts. 


I refer here to such things as cash v. 
accrual systems or modified versions 
thereof, or separate fund accounting v. 
the consolidated fund basis. However, 
these are not very serious considerations 
to the problems of the statistician if the 


basis followed is clearly stated and con- 
sistently followed and there is complete 
disclosure of the operations and resources 
of all funds. 


There are a number of very cogent 
reasons, aside from the foregoing, why 
uniformity in accounting and reporting is 
desirable. These have been stated be- 
fore on many occasions and I shall not 
bore you with too much detail. But may 
I mention some of the more important 
reasons which I suggest might appeal to 
people from the standpoint of logic 
alone. 


Provincial Uniformity 


I would mention first the desirability 
of provincial uniformity. While muni- 
cipalities as such are independent units 
of local self-government they are never- 
theless dependent upon other levels of 
government by whose policies they are 
affected in one way or another. Authori- 
ties of one kind or in one section of a 
Province cannot afford to ignore what is 
being done by or for others in their 
Province. 


No less so is it desirable, I would sug- 
gest, to know what the situation is in 
similar instances in other Provinces. 
And much the same considerations ap- 
ply throughout our whole system of gov- 
ernment. 


Equally so is it important to have uni- 
formity, again to the extent possible, in 
the accounting results and reports of the 
provincial governments and its constitu- 
ent municipalities. 


Municipalities are creatures of the pro- 
vincial government which both creates 
and withdraws, as may be deemed ap- 
propriate, their powers, functions and 
spheres of responsibility. Is it not of 
paramount importance, not only to the 
parent government, so to speak, but also 
to the future growth and well-being of 
local governments, to know the division 
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of responsibility for the over-all services 
in terms of expenditure by each, the ex- 
tent of support in the form of grants-in- 
aid or subventions towards the cost of 
services wholly of a local nature, or 
which, for the sake of economy or for 
other reasons, are administered locally? 
This should also be of interest to taxpay- 
ers. 

It is for these reasons, too, that for 
some purposes, and especially for inter- 
provincial comparisons, combined totals 
of both provincial and municipal finances 
are essential. 

It doesn’t require much exercise of the 
imagination to appreciate the relative 
importance and useful purpose served by 
a full and complete disclosure of all in- 
ter-governmental transactions and bal- 
ances. 

The development of standards, if 
commonly adopted, would not only 
greatly facilitate these, and international 
comparisons as well, but also the analy- 
sis of economic problems within or re- 
lated to the field of public finance. 

To the extent that uniform standards 
are not followed, ad hoc methods have 
to be employed in organizing the statis- 
tics. These are not always entirely sat- 
isfactory and many problems and difh- 
culties result. Where aggregate totals 
for a number of municipalities or gov- 
ernments are published, the result is not 
so serious, but where adjusted figures for 
any one government appear in print with 
differences from official printed reports 
amounting to millions of dollars in some 
instances, it is not a very satisfactory sit- 
uation. 


Local Governments 


Historically and traditionally local gov- 
ernments have been one of our most in- 
dependent forms of government. They 


provided the services wanted in terms 
desired and raised their revenue as best 
they saw fit or could, in accordance with 


their constitutional powers and responsi- 
bilities. Being independent units of gov- 
ernment, in the early stages of develop- 
ment they were quite unconcerned with 
their neighbors, so to speak, and how 
they did things. 

Since, under the British North America 
Act, the Provinces have full power and 
control over local affairs, it is also but 
natural that there would be little or no 
inter-provincial uniformity. 

In the course of organizing the several 
systems of local: governments, the divi- 
sion of responsibility for services between 
the Province and its municipalities, and 
in the revenue sources available to each, 
differed considerably as between the pro- 
vincial governments. 

Each Province developed its own ac- 
counting and administrative systems with 
but little if any consideration to inter- 
provincial standardization in financial 
accounts and reports. 

In some Provinces municipal opera- 
tions were reported on a “cash” basis 
while in others the more accurate “rev- 
enue and expenditure’ basis was used. 
The shortcomings and weaknesses of the 
former in municipal reporting and bud- 
geting, as well as from an interpretive 
point of view, are, I believe, well-known 
and widely recognized. 


Reported Information Not Comparable 


But even where the published reports 
purported to show the same information 
pertaining to certain phases of municipal 
operations, such as revenues and expendi- 
tures, or assets and liabilities, the infor- 
mation was still not comparable. No 
two Provinces followed the same classi- 
fications in reporting municipal revenues 
and expenditures, nor the same grouping 
or arrangement of assets and liabilities. 

Expenditures for “public works” in 
one Province might be limited to the 
cost of maintaining and repairing public 
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streets and thoroughfares, while in an- 
other Province expenditures purported to 
be on this same account might include 
the cost of garbage collection and dispos- 
al, cleaning streets, and maintenance, re- 
pairs and other operating expenses in 
connection with sewers and the sewer- 
age system, which in the first instance 
would be included with other sanitary 
costs under the heading “Sanitation and 
Waste Removal’. Important items such 
as police and fire protection, health and 
welfare expenditure, would be lumped 
together and it was not uncommon to 
find expenses for recreation and com- 
munity services included under some 
vague heading which gave no indication 
as to the nature or scope of the services 
covered. 

Another factor which distorts compari- 
sons of this character is the question of 
reporting revenues and expenditures 
“gross” or “net”. Obviously for accur- 
ate interpretation and true comparisons, 
there must be consistency in the appli- 
cation of either of these practices. In 
the past, some municipalities followed 
the gross basis, while others offset cer- 
tain revenues such as provincial grants, 
police fines, fire department fees, etc., 
against the relative expenditure and re- 
ported only the net amount. And, of 
course, there are always isolated cases, 
but still too many, where no consistent 
policy of either grossing or netting ex- 
penditure is followed. 

Balance sheet information also pre- 
sented many difficulties. | Some reports 
included both capital and revenue fund 
assets and liabilities, while others showed 
only the latter; some included the ac- 
counts of local boards and commissions 
or other subsidiary municipal activities 
which were accounted for separately, but 
others did not. 

Tax arrears and accounts receivable 
might be shown either at the gross 
amounts outstanding or at the net value 


after deducting reserves but without giv- 
ing the amount of the latter. Cash and 
bank balances may be reported net after 
deducting outstanding cheques or the lat- 
ter may be excluded and reported as a 
liability; similarly, bank overdrafts may 
be offset against cash balances in some 
reports, while others would report them 
on the liability side of the balance sheet. 

Inter-fund balances (amounts due 
from, or to, other funds), which are 
maintained for internal accounting pur- 
poses only, may be classified with other 
receivables or payables, whereas in a con- 
solidated picture such do not represent 
either an asset or a liability, from the 
standpoint of the municipality as a 
whole, in the sense that these balances 
are not due from or to the public. Simi- 
larly amounts due to and from other 
governments may be subjected to vari- 
able treatment in relation to other assets 
and liabilities. 

Published statistics relating to deben- 
ture debt are not always consistent. Some 
reports include unsold debentures, while 
in others they are excluded. Principal 
matured and unpaid because of non-pre- 
sentation or default may be kept sep- 
arate or not; similarly, past due interest 
on debentures may be found included 
with other dissimilar liabilities. 


Progress Toward Uniformity 

Despite these background difficulties 
much progress has been made towards 
uniformity in municipal and other gov- 
ernmental accounting during the past 20 
years. Time and experiences of an era of 
tremendous expansion followed by a 
world war with its aftermath of infla- 
tion and high prices in the reconstruction 
period and then a world-wide economic 
depression which shook us to the very 
roots of our economy, with widespread 
unemployment and the bottom knocked 
completely out of our prices structure, 
gradually led to some serious thinking 
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and action in the fields of government 
administration and finance. 


Municipalities were by far the hardest 
hit by the depression. This was to be 
expected, because of their revenue struc- 
ture and methods of financing and their 
limited resources to meet the very prob- 
lem which was the cause of their lack of 
funds. Tax delinquencies mounted 
while expenditures also increased. Many 
municipalities had to default in payment 
of their obligations. Assistance from 
other governments was required on a 
very large scale, hitherto unthought of, 
to enable others to carry on. 


These developments, shall we call 
them, pointed most emphatically to a 
need for closer interest and oversight in- 
to local affairs. 

Much the same underlying problems 
exist in the field of provincial finance. 
It is a well known fact that one cannot 
add together the figures appearing in pro- 
vincial public accounts and obtain aggre- 
gate totals that are meaningful. The op- 
posite would be the result, as they would 
be very misleading and the same would 
be true of unadjusted consolidations of 
provincial-municipal data. 


This is to be expected in some respects, 
as in the case of administrative or de- 
partmental totals. It would be surpris- 
ing indeed if each of the Provinces ef- 
fected the same pattern in its administra- 
tive organization or for internal man- 
agement and control. No single type or 
basis of classification can meet all needs. 


Statistical Requirements 


Consequently, for statistical purposes, 
it is necessary to arrange provincial rev- 
enues and expenditures according to com- 
mon terms, such as “‘source”’ classification 
for revenues or ‘functional’ classifica- 
tion for expenditures. | These enable 


broad general comparisons to be made 
and constitute the framework for more 


detailed examinations as may be desir- 
able. In this latter regard other types of 
classifications are employed, such as by 
“object” for expenditures. Everyone 
uses some sort of an object classification 
in breaking down expenditures into in- 
formative detail, either for budgeting or 
reporting purposes or both. But the 
ones used vary considerably, both as to 
underlying concept as well as in their 
detailed structure. 


It is readily admitted that a “func- 
tional” classification of expenditures, in 
itself, would not be completely satisfac- 
tory or informative for the administrative 
body. As a secondary one, though, it 
could serve a number of useful purposes, 
including statistics. | And to achieve 
such an arrangement of expenditures re- 
quires merely the organization of activi- 
ties on a mutually exclusive basis so that 
corresponding totals of expenditure may 
be assigned or related to their proper 
place in the functional classification. 


But the “object” type of classification 
could be uniformly applied by all govern- 
ments and also by each government with- 
in the framework of its activity and/or 
departmental costs to the extent applic- 
able, since it merely represents the de- 
tailed nature or the purpose for which 
the money was spent. Here again there 
are instances of inconsistency in the ap- 
plication of the object breakdown in the 
accounts of some governments. 


A similar situation exists in the com- 
pilation of asset and liability data. To 
begin with, a variety of terms and ex- 
pressions are to be found in official pub- 
lished reports. In the main they may 
be technically correct, in the sense in 
which they are used as related to the item 
represented, but being neither universally 
applied nor completely homogeneous in 
that sense, many items called by the same 
name are not additive for aggregate pro- 
vincial totals. 
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The basis followed in reflecting the fi- 
nances and operations of subsidiary un- 
dertakings in the accounts and statements 
of the governmental unit proper cause 
additional problems. The significance of 
the difference in treatment between con- 
solidating these accounts and reflecting 
their relationships in the government bal- 
ance sheet at only the amount of loans 
or advances outstanding is self-evident. 
Both methods are employed with the re- 
sult that adjustments are necessary to 
achieve inter-provincial uniformity, and 
in some instances for intra-provincial 
uniformity in the statistics. 


Difficulties of the same kind but in 
the main of lesser magnitude are en- 
countered in appraisal and analysis of 
what are purported to be “consolidated 
balance sheets”, when the basis of con- 
solidating the accounts of subsidiary en- 
terprises and funds is not the same. 


The extent that separate “fund” ac- 
counting is allowed and maintained 
throughout the published report also 
adds to the confusion and this is further 
aggravated when some separate or special 
funds are not reported upon in the 
public document. Or what is treated as 
a special fund in one Province is consid- 
ered as part of ordinary operations in an- 
other and its finances merged into the 
general financial statements. 


Adjustments of the same character 
have to be made to produce comparable 
results with respect to operations of cer- 
tain governmental trading accounts due 
to the extent and manner in which they 
are reflected in the general statements of 
provincial revenues or expenditures, as 
the case may be. 


These are some of the problems and 
worries of the statistician in public fi- 
nance. It should not be construed, and 


I hasten to correct any such impression 
that may be left from these remarks, that 
the present-day public accounts are not 


drawn up to conform with the legal or 
statutory requirements evolving upon the 
officials concerned. It is mainly as a re- 
sult of such legal or statutory restric- 
tions that many of the incomparabilities 
and differences in treatment exist. And 
the statistician is therefore obliged to 
cut across both legal and accounting 
limitations for the purpose of statistical 
and economic analysis. 


It would be misleading and manifest- 
ly unfair if in passing I neglected ref- 
erence to the accounts of the Federal 
Government. Some of the areas of dif- 
ficulty in applying standard classifica- 
tions, etc., as referred to generally in re- 
lation to provincial and municipal ac- 
counts, are to be found there too. But 
since I have not dealt with specific in- 
stances or specific units of government 
otherwise, it would be equally unfair to 
go into any detail relating to the federal 
accounts. 

The Principal Difficulties 

In general, the principal difficulties en- 
countered in attempts to present uniform 
data on public finance may be summed 
up as follows: 

(a) Financial reports based on a uni- 
form system of classification are either 
not published regularly or not published 
at all. 

(b) Sometimes part of the revenue and 
expenditure is recorded in special ac- 
counts, and consequently the main ac- 
counts as published may not show all re- 
ceipts and expenditures. 

(c) The budgets of certain public units, 
such as independent offices, governmental 
corporations, autonomous agencies, agen- 
cies for economic development, and oth- 
ers of a similar character may not be con- 
solidated into the budget of the central 
government. 

(d) Expenditures and receipts are 
sometimes shown on a gross basis, and in 
other cases on a net basis, i.e., expendi- 
ture is shown net of certain administra- 
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tive receipts, and receipts are shown net 
of certain items such as grants, refunds, 
charges for services, etc. Items deducted 
may differ. 

(e) In many instances no clear distinc- 
tion is made between revenue and expen- 
diture on current account and on capital 
account. If such a distinction is made, 
criteria adopted for defining both categor- 
ies may differ. Also, the extent to which 
capital accounts cover all capital receipts 
and expenditure may vary. 

(f£) When detailed classifications of 
government’ revenue and expenditure are 
shown, the definitions and coverage of in- 
dividual items may vary widely, even if 
the terminology used is the same. 


Value of Statistics 


No perfect system of municipal insti- 
tutions can be devised by guess-work, but 
depends upon facts. If proper statistics 
had been available and made public year 
by year since the inception of local gov- 
ernment, or even in the past quarter of 
a century, it is improbable that disaster 
would have overtaken many municipali- 
ties which had to default in payment of 
their obligations. The fact that they 
were borrowing beyond their means 
would have been brought to light and 
curbed. 


Very considerable progress and im- 
provement has been made in reporting 
municipal financial statistics by the pro- 
vincial Departments of Municipal Affairs. 
In eight Provinces, standard forms for 
municipal financial and other returns are 
in use. But despite the time and effort 
put into the development and use of uni- 
form returns by the provincial officials, 
the published financial reports of many 
municipalities are still on the same basis 
as in the past. Thus there is little or no 
comparability in the financial informa- 
tion in the two reports, although it eman- 
ates from the same source in both in- 
stances. And any attempt to correlate or 
expand the analyses made from one with 


greater detailed information from the 
other is practically a hopeless task. 

These conditions should not exist. 
With all due humility, it is respectfully 
suggested that the basic principles under- 
lying the compilation of the financial in- 
formation published should be the same 
in both reports although in the latter in- 
stance, (i.e., in the local published re- 
port), it may be desirable that much of 
the information should be published in 
greater detail. But any expansion along 
these lines that may be required by local 
demand or for other reasons should not 
vary from the basic principles underlying 
the provincial municipal returns. 


Waste 

The most amazing aspect of this situ- 
ation is the additional time and effort 
involved in compiling reports for two 
different authorities, as it were, and each 
on a different basis, yet both fundamen- 
tally serving the same purpose and sup- 
posed to convey the same information. 
If the books are kept to conform with 
the classification or grouping of assets 
and liabilities, and the distribution of 
revenues and expenditures required for 
the local published report, either a par- 
tial or complete rearrangement and 
grouping of items must be made to com- 
ply with the requirements of the provin- 
cial report. And, of course, if this isn’t 
done with reasonable care and accuracy, 
then the latter report is worthless. 

The logical procedure is to have the 
bookkeeping and accounting system set 
up so as to permit the preparation of 
the provincial report with the least 
amount of effort and as quickly as pos- 
sible after the close of the fiscal year; 
and in conjunction therewith to make 
adequate provision for the necessary de- 
tail breakdown or distribution of assets, 
liabilities, revenues and expenditures, as 
may be either required or desired for 
local consumption or other purposes. 
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The two reports should be identical 
to the greatest extent possible in the use 
of terms and expressions, and particularly 
in the grouping and segregation of as- 
sets and liabilities, and in the classifica- 
tion of revenues and expenditures. There 
are many cases on record of different 
reports being submitted from the same 
municipality, in which such important 
items as assessment, tax levy, tax collec- 
tions, tax arrears, etc., have been shown 
at different amounts in each report. Ob- 
viously they cannot both be correct. Such 
a conglomeration of figures cannot and 
does not instil confidence. It not only 
reflects on the officials responsible there- 
for but also ‘adversely reacts against the 
municipality; and in many cases the lat- 
ter, from the municipal point of view, is 
unwarranted. 


Importance of Knowing Facts 


From a provincial point of view, if 
the government, the municipalities, and 
the people are to have an understanding 
of how well government and administra- 
tion are functioning, and if investors are 
to be atttracted to the purchase of deben- 
tures on the basis which should prevail, 
it is necessary that actual facts be as- 
sembled and made public. And improved 
methods in municipal accounting, bud- 
geting, and reporting will inevitably lead 
to greater comparability in the financial 
statistics. 


Both the Provinces and the municipali- 
ties are to be commended for what has 
already been done to further these ob- 
jectives, but there is still much more 
that can and should be done. The Rowell- 
Sirois Commission, in commenting on this 
phase of municipal finances, said: ‘While 
some of the more recent reports of the 
provincial Departments of Municipal Af- 
fairs are more satisfactory, the need for 
a greater degree of co-ordination and co- 
operation between provincial and muni- 
cipal governments with respect to muni- 


cipal finance statistics remains urgent.” 

As these references indicate, too little 
attention had been devoted to the prob- 
lems of local government and financial 
reporting. The diversity of existing 
practice in the several Provinces in mat- 
ters of municipal financial administra- 
tion and procedures, in the use of ac- 
counting terms and expressions, and in 
reporting their financial affairs, led to 
any number of different interpretations. 

Clear-cut, factual, and understandable 
reports are essential to the administration 
of municipal affairs and in the future 
development and extension of local self- 
government. 


Municipal expenditures should be 


‘viewed in light of the functions and ac- 


tivities performed, or responsibilities for 
services, not in terms of “hairpins” or 
“postage stamps” purchased or by names 
of persons receiving the money, which 
all too frequently was found to be the 
case rather than the exception. Munic- 
ipal revenues, and revenue sources, must 
be clearly stated for the management of 
their fiscal responsibility and also to in- 
dicate the basis of the imposts and their 
limitations or otherwise in relation to use 
for the purpose granted. Debentures 
and other debts and assets must be prop- 
erly accounted for and stated in recog- 
nized terms reflecting present financial 
conditions, as well as the results obtained 
from the expenditure of public funds. 

Utilities’ operations and those of other 
municipal enterprises, which in them- 
selves represent economic or proprietary 
undertakings of a business or commer- 
cial nature, should be segregated and re- 
ported separately, but reflected in and 
correlated with the affairs of the muni- 
cipality as a whole. The existence of 
other local authorities, often separately 
constituted, should be made known and 
reported upon in the same terms and ac- 
cording to the same concepts and prin- 
ciples, to the extent applicable. 
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Inter-fund balances, represented by 
loans or advances, or other amounts, ow- 
ing to or by other funds or accounts, 
within the structure of the municipal 
activities, must be clarified to avoid dup- 
lication and overstatement. And _ inter- 
governmental relationships, both as to 
revenues and expenditures, and balances 
owing to or by other governments and 
governmental bodies must be clarified 
and shown on a mutually exclusive basis 
for a clear understanding of municipal 
activities in relation to those of other 
governments and for comparison, corre- 
lation and coordination for purposes of 
combined provincial-municipal and pub- 
lic finance statistics. 


Inexperience of Officials 


An important factor which I believe 
has mitigated against more rapid pro- 
gress towards uniformity in municipal 
accounting is the inexperience of mun- 
icipal officials and the general lack of 
qualifications or standards for those ap- 
pointed to office. This situation was 
quite widespread until but relatively few 
years ago. Also, municipal officials were 
grossly underpaid although in numerous 
instances there can be no doubt that they 
probably gave value in services for the 
dollar expenditure. Appointments were 
made on the basis of their relative posi- 
tion or affiliations in the local community 
and not according to merit, qualifications, 
or ability to do the job. At the same 
time the salaries offered were not high 
enough to attract the right kind of per- 
sonnel. 


Much has been done to improve this 
situation through the efforts of provin- 
cial authorities and organizations of muni- 
cipal officials. Saskatchewan has ad- 


vanced further than the other Provinces 
in this field, having had a system for 
prescribing qualifications and examina- 
tions for candidates to municipal office 
for some years. The administration of 


this system is coordinated with the 
courses on municipal finance and admin- 
istration conducted by the University of 
Saskatchewan. Municipal accounting 
occupies a conspicuous place in the com- 
merce and finance courses. 


British Columbia has had enabling 
legislation for the institution of such a 
system for the past three or four years 
and I understand is now proceeding with 
the programme in cooperation with the 
Union of British Columbia municipali- 
ties and the British Columbia Municipal 
Finance Officers Association. 

At least two other Provinces that I 
know of have had similar programmes 
under consideration—even to the point of 
draft legislation. In other instances, dif- 
ferent methods have been employed to 
encourage improvement in municipal ac- 
counting and reporting, such as in Que- 
bec where the Minister of Municipal 
Affairs issues a certificate to those who 
have satisfactorily completed a course of 
study conducted by the Department and 
also recognizes in similar fashion munic- 
ipal financial reports which conform to 
recognized and accepted standards. And 
most of the other Provinces have been 
very active in this field in sponsoring 
and assisting in the conduct of refresher 
courses in municipal administration and 
accounting, etc. 

Similar efforts have been directed to- 
wards raising the standards of municipal 
auditing. Where not many years ago it 
was not uncommon to find the local 
“butcher, baker or candlestick maker” 
acting as auditor of the municipal ac- 
counts, this situation is reversed today. 


Minimum Standards Desirable 


There are comparatively few instances 
where anyone except satisfactorily quali- 
fied persons can act as municipal audi- 
tor, but there is still room for improve- 
ment. The means to do so are there 
in the majority of cases. 
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I cannot help but feel the time will 
come when minimum standards of quali- 
fication for municipal finance and admin- 
istrative offices, as well as for municipal 
auditors, will apply pretty well across 
the board. With this development, in- 
sistance upon the prerequisite of local 
residence will also disappear and the 
criteria “best man for the job” will be 
the rule rather than the exception. 


Maybe this is the “millennium” and 
too much to expect in a country so young 
as ours. But municipal and government- 
al affairs in general is big business, the 
biggest in the country. The problems 
and complexities of public administration 
have multiplied several times in the com- 
parative short space of half a century and 
if our systems of government are to con- 
tinue and flourish as bulwarks of our 
democracy it is essential that financial 
and administrative systems keep apace 
with these developments. This can only 
be accomplished by competent personnel. 


History of Demand for Uniformity 


It is surprising how long the move- 
ment towards uniformity has been in the 
making, so to speak. As early as the first 
year of Confederation the Honourable 
John Rose, in delivering the first Domin- 
ion Budget Speech, referred to it as — 
“a great mistake if they (the govern- 
ment) did not see that there was a com- 
plete system of statistical returns from 
all the Provinces of the Dominion which 
might be made available for purposes of 
comparison”. This reference was made 
as a comment on the lack of comparative 
data on federal, state and local taxes in 
Canada and the United States. 


The Union of Canadian Municipalities 
has been very vocal on the subject, hav- 
ing passed resolutions regarding uniform 
municipal accounting dating back to 
1908. 


In 1912 the Dominion Government 


Departmental Commission on Statistics 
recommended the coordination of muni- 
cipal accounts and reports, as also did 
the short-lived Civic Improvement League 
at its Conference in 1916. 

Certain experimental work on the 
problem was done by the Dominion Bur- 
eau of Statistics in introducing a uni- 
form statistical schedule in 1919, which 
after exchanges of views with provincial 
authorities was put into direct use by the 
Bureau as an interim measure to obtain 
statistics from a selected list of muni- 
cipalities in each Province. 

The surveys carried on on this basis 
served to clearly emphasize the need for 
still further action. As stated beforé, 
some of the Provinces had made good 
progress in developing uniform standards 
in municipal accounting and reporting 
but these procedures were being dictated 
largely by local (provincial) demands 
and very little, if any, attention was given 
to the problem from a national point of 
view. 

This lack of inter-provincial coordin- 
ation led to still further representations 
on the subject: in 1933 by the Dominion 
Provincial Conference on Provincial Fin- 
ancial Statistics; in 1936 by the Munic- 
ipal Finance Officers Association of the 
United States and Canada; and again in 
1937 by the Canadian Federation of 
Mayors and Municipalities, the succes- 
sors to the Union of Canadian Municipal- 
ities, previously referred to. 


The Rowell-Sirois Commission 


Subsequently, the Rowell-Sirois Com- 
mission devoted much of its time to the 
study of federal, provincial and municip- 
al financial relations and made very per- 
tinent references in its reports to the lack 
of any coordinated scheme of public fin- 
ance statistics. Over $100,000 of its 
funds were spent on work in public 
finance fields. And, but recently, the 
Curtis Prices Commission referred to the 
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subject in these terms — “We strongly 
recommend that the public accounts be 
presented in such a way that the net effect 
of government transactions is clear not 
only to the specialist, but to the man 
on the street.” 


As a result of these representations 
the Dominion Bureau of Statistics again 
initiated action by calling the First 
Dominion Provincial Conference on 
Municipal Statistics in 1937. Two fur- 
ther conferences were held in 1940 to 
review the reports and recommendations 
of continuing committees which had been 
set to work in the intervening period. 

At this juncture I should point out 
that these Conferences were not con- 
cerned with municipal accounting in its 
primary sense. Rather, the objectives 
were and are to establish standard 
classifications, terms and expressions 
for reporting revenues, expenditures, 
assets and liabilities, related supporting 
or supplementary data and standard 
pro-forma financial and other report- 
ing statements. 

After all, the accounting system em- 
ployed is basically a means towards an 
end and it is fundamental to the de- 
velopment of any system to know what 
you want in terms of end-results or 
products of that system. 


Adoption of Standards 


At the two subsequent Conferences 
in 1940, schedules designed to promote 
and establish uniformity were adopted 
along with a glossary of terms and 
definitions for municipal accounting. 
Before being put into use by the pro- 
vincial authorities it was the unanimous 
view of the Conference that the var- 
ious statement forms and schedules and 
the standard classifications would need 
to be explained as to meaning, pur- 
pose and content. Otherwise the di- 
versity of existing practice in the sev- 
eral Provinces in financial administra- 


tion and in the use of accounting terms 
and expressions would lead to any 
number of different interpretations. 


The Dominion Bureau of Statistics 
was asked to prepare a Manual thus 
relating to and explaining the state- 
ments and other recommendations of 
the Conferences. The Manual was 
published in 1942 and has since served 
as a basis for promoting and establish- 
ing uniform systems of municipal ac- 
counting and municipal reports in Can- 
ada and for the compilation of mun- 
icipal statistics by provincial Depart- 
ments of Municipal Affairs and the Do- 
minion Bureau of Statistics. 


Revision of Manual 


As a result of experience gained in 
the use of the Manual and subsequent 
changes in municipal organizations, 
regulations and financial procedures, 
desirable revisions became evident. In 
addition the original edition of some 
7,000 copies was out of print. Steps 
were taken to prepare for a revised 
edition and proposed changes in classi- 
fications etc., were placed before an- 
other Dominion-Provincial Conference 
in September 1947. Again a continu- 
ing committee was appointed and final 
recommendations for changes were 
dealt with at a further Conference in 
the fall of 1948. This Conference also 
asked that the Dominion Bureau of 
Statistics publish a revised edition of 
the Manual for distribution to munic- 
ipal treasurers and auditors as was done 
in the case of the first edition. The 
new Manual has but recently come from 
the printer and distribution is now under 
way. ‘Those who handle municipal ac- 
counts may already have received it. 

I commend to those concerned the 
classifications and principles result- 
ing from these and other Dominion 
Provincial conferences on public fin- 
ance statistics. If they were accepted 
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as a basis for recommendations, as the 
occasion arises, much unnecessary con- 
flict and resulting difficulties would be 
avoided with consequent savings to the 
taxpayers. 


Co-operation of D.A.C.A. Sought 

The D.A.C.A. is in a very unique 
position to make a real contribution in 
this field. An accounting system should 
be designed not solely to account for 
the receipt and expenditure of funds 
and the financial position at the end of 
the period, but also to provide informa- 
tion desired for any or all purposes 
with which the principal is concerned. 

I believe there are many instances 
where not too much, if any, attention 
or consideration is given to the prescrib- 
ed statistical classifications or to the 
considerations involved in reporting 
for statistical purposes. It may be that 
many of those concerned are unaware 
of the reference material that exists 
and that that which is used as a result 
does not represent current thinking or 
developments on the subject. 

I would suggest that in any job of 
Organizing or reorganizing an account- 
ing system, certain questions and con- 
siderations are basic to the determina- 
tion of the system desired. These in- 
clude but are not necessarily restricted 
to: 1. the need for adequate financial 
control and safeguards; 2. the needs 
of the organization for management 
and administrative purposes; 3. the 
needs of governmental authorities for 
or as a result of regulatory functions 
or control; 4. the needs of government- 
al authorities for statistical purposes. 

Surely the objective should be to 
comprehend the whole. The science of 
accounting has advanced immeasurably 
over the years, and in the course of do- 
ing so, much has been achieved in the 
formulation of standards, principles, 
classifications, etc., in the various fields 
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Has 
this been equally true of municipal 


or areas of commercial accounts. 


and governmental accounts? I shall 
leave the answer to your own individ- 
ual or collective opinions. 

This organization, above all others, 
can, I believe, do more to further this 
work than any other single body. There 
are over 4,000 municipalities in Canada 
today which together with their local 
or subsidiary boards or commissions 
and local school authorities represent 
a body of accounts requiring at least 
annual examination, inspection and re- 
port, running I would guess to five times 
that number, maybe more. Not all of 
these are now audited by professional 
accountants but I cannot help but feel 
that that situation will come about in 
due course, in light of the progress 
which has been made in this direction 
in recent years. 


Continuing Attention to Subject 


These problems are receiving consid- 
eration by the authorities concerned in- 
dependently and through the work of 
Dominion-Provincial Conferences and 
continuing committees on public finance 
statistics. The Continuing Committee 
on Provincial Finance Statistics has in 
fact under study at the present time the 
question of form and content of pro- 
vincial public accounts, and as referred 
to before, the Manual of Instructions 
produced as a result of the work of 
conferences and continuing committees 
on municipal statistics provides a refer- 
ence base in that field. 

The question of uniformity is not 
one that is peculiar to Canada. They 
are working on the problem every bit 
as hard in the United States, as we are 
here. Efforts being made in the Un- 
ited States are self-evident through the 
interests of such organizations as the 
Municipal Finance Officers Association 
of the United States and Canada, the 
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International City Managers’ Associa- 
tion and the National Committee on 
Governmental Accounting (formerly 
the National Committee on Municipal 
Accounting) and that of the Federal 
Census Bureau. 

Similarly, reference and study has 
been given to the problems of uniform 
accounts and reports of governmental 
authorities by the United Nations 
Economic and Social Council through 
the Statistical Commission. 


Some Questions for Consideration 

Among avenues for discussion and 
consideration among members of the 
D.A.C.A. I would list the following: 

1. The desirability of extending at- 
tention devoted to municipal and 
government accounting in courses 
of instruction and qualifying ex- 
aminations. 

2. The possibility of extending or 
developing mutually satisfactory 
avenues of liaison with provincial 
authorities. 

3. Liaison similar to the foregoing 
but possibly from a more detailed 
technical standpoint with associa- 
tions of municipal finance officers. 

4. Research in the fields of govern- 
mental accounting. 

5. A “national committee” to study 
the matter and from which repre- 
sentatives could be drawn to at- 
tend meetings and conferences on 
the subject. 

6. The question of representations 
to the appropriate authorities re- 
garding matters relating to munic- 
ipal accounting and auditing 


which are of mutual interest. 
7. Collaboration with national and 
international organizations. 
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Having been accorded the honour 
and privilege of serving on the Na- 
tional Committee on Governmental 
Accounting, previously referred to, as 
a representative of the Federal Bureau 
of Statistics, I took the liberty of sug- 
gesting that the Dominion Association 
of Chartered Accountants be invited to 
participate in the work of this commit- 
tee. I believe that invitation has been 
extended and I sincerely hope it will 
be accepted. All contributions to the 
work of the Committee will be most 
welcome and appreciated. The Com- 
mittee is planning a comprehensive 
programme of research in the fields of 
governmental accounting and I feel 
that this is just another instance of 
international affiliation for the common 
interest of our two systems of govern- 
ment and the officials concerned. 


We, as the Federal Bureau of Statistics, 
have no measure of control over these 
matters, either direct or implied. Nor 
do we attempt to usurp such a position. 
Our interests are purely and solely con- 
cerned with the resulting statistics. 
Local autonomy and that alone deter- 
mines the system of accounting. To 
the extent that that provides informa- 
tion co-terminous with the basis on 
which statistics are desired so much the 
better; the less onerous is the task of all 
concerned and the less costly to meet 
the need for complete and compre- 
hensive statistical raw materials. 


However, because of our interest in 
this work we would welcome any sug- 
gestions and advice with respect to any 
of the matters referred to with a view 
to establishing the most effective means 
towards the end objectives in a manner 
compatible with the interests of all 
concerned. 








Current Reading 












falling in the favoured categories, any 
advantage lies, will to the ordinary per- 
son be something of a mystery. Those 
who are fortunate enough to live in 
their own houses may just possibly 
care to own their telephones, as they 
own fixtures like baths or moveables 
such as furniture. The vast majority 
at least in towns, live in rented perm- 
ises, they have no wish (nor can they 


Telephone Charges 


hp following quotation from The 
Indian Chartered Accountant of Jan- 
uary 1950 is of interest in connection 
with the recent hearing of the Bell 
Telephone Company’s application for 
increased rates. (A rupee at present 
rates [November 10] can be taken at 
22 cents Canadian.) 













In the last week of December, 1949, it 
was reported that the Ministry of Com- 
munication intended to charge a premium 
for the instalation of Telephones. We 
mever expected that the Government con- 
demning the payment and receipt of 
“PUGREE” will ever stoop so low as to 
charge a premium for the instalation of 
Telephones. We cull below from the lead- 
ing article published under the caption 
“Frenzied Finance” in The Statesman of 
30th December 1949 for the information 
of our readers:— 

“When it was first reported from 
New Delhi that plans were brewing to 
charge new telephone subscribers the 
equivalent of 20 years’ rent, we hardly 
supposed that the Communications Min- 
istry could be serious. But from official 
parliamentary announcement it must be 
judged that the incredible has occurred 
indeed & the money is already being 
paid in the major cities all except “pub- 
lic institutions, members of the medical 
profession, public men and deserving 
refugees,” will under the new dispensa- 
tion, if they require fresh telephone 
connexions, have to find the capital cost 
of installation in Calcutta and Bombay 
Rs. 2,500, elsewhere Rs. 2,000. More- 
over the option offered to others of 
transferring voluntarily to the new sys- 
tem was, it seems, by Mr. Kidwai some 
what breathtakingly described as an 
“advantage”. 

Where, to the large numbers not 
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normally afford) to be burdened with 

ownership of a telephone, any more 

than they want to own the lighting 
system or the means of sewage dispos- 
al. These they expect private or public 

enterprise to provide, in return for a 

fair rental, rates or taxes, telephones 

like the posts and telegraphs, tradition- 
ally, and rightly, come into the same 
category.” 

We entirely agree with the views of our 
esteemed contemporary and we ourselves 
believe that the plan adopted by the Min- 
istry is nothing but extortion of money. 
Telephone for Chartered Accountants who 
are business doctors is essential and to de- 
mand Rs. 2,500/- or Rs. 2,000/- from 
them is preposterous. No doubt, in the fi- 
nancial stringency, the Ministry can find 
some excuse from exceptional measures but 
this plan of getting Rs. 2,500/- for each 
connection is highly condemnable. Finan- 
cial stringency has been created by the 
Government of India themselves by ineffi- 
ciency and by sanctioning extravagent ex- 
penditures without looking to the revenue. 
A prudent person always cuts his coat ac- 
cording to the cloth but here the Govern- 
ment of India have launched huge schemes 
without caring for the amount in the cof- 
fers of Indian exchequer. 


We appeal to the Hon'ble Mr. Rafi 
Ahmed Kidwai who is a shrewed and as- 
tute gentleman to revise their plan and 
stop “PUGREE” system in his own de- 


partment. 





















Welcome, Stranger: 


ae many years the record-keeping 
of hotels was limited to a guest 
register, and the proprietor simply 
pocketed the income as the guest de- 
parted. More recently, especially dur- 
ing the past several decades and through 
the influence of the American Hotel As- 
sociation, hotels have tended gradually 
to adopt uniform systems of accounting, 
particularly for costs of various hotel 
functions. In this article I propose to 
examine only the control exercised over 
the accounts of guests registered at a 
hotel and not the accounting system as it 
extends to the many other activities. 





Relationship of Innkeeper and Guest 


Legally the relationship of a hotel 
guest to the innkeeper is altogether dif- 
ferent from a business relationship en- 
tered into by two persons conducting 
other commercial transactions. The inn- 
keeper is charged with the responsibility 
of guarding the person of his guest dur- 
ing sleep as well as during waking hours. 
Dangers to travellers in early days, when 
brigands and hotelkeepers were frequent- 
ly in league with each other, caused law- 
makers to say to the hotelkeeper, in ef- 
fect, “You are charged with liability for 


Control of Hotel Guest Accounts 


The application of accounting 
techniques to modern hotel management 


By John |. Marder, C.P.A. 


loss whether your guest can prove you 
were negligent or not.” From the be- 
ginning, then, hotelkeepers have been re- 
garded legally, not only as guardians of 
the persons of guests, but as insurers of 
their property as well. There are other 
features peculiar to hotelkeeping. For 
example, according to the laws of sev- 
eral States, an innkeeper is a person who 
supplies transients with food and lodg- 
ing for a consideration. If the persons 
are not transients, the establishment is 
not a hotel and, as a rule, courts have 
held further that proprietors of sleeping 
cars and dining cars are not innkeepers. 


In addition, an innkeeper is charged 
with the duty of serving all comers. He 
cannot discriminate against anyone by 
reason of faith or race. Any fit person 
may register and must be served. In 
return for such extraordinary service to 
guests, the innkeeper is given the right 
of lien on property brought into the 
hotel, as security for unpaid charges. 
From this fact stems much of the ac- 
counting theory regarding control of 
guest accounts. An interesting point in 
this connection is that the hotelkeeper’s 
lien extends to all property brought in- 
to the hotel, whether or not the property 
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of the guest, unless the innkeeper is put 
on notice, prior to impressing his lien, 
that such property is not guest property. 


Registration: Reports to 
Bell Captain, Housekeeper’s Report 


Hotels may be typed under three 
classifications: (1) transient, (2) resi- 
dential and (3) resort. The procedures 
described in this article, while applicable 
to hotels generally, have particular ref- 
erence to transient hotels which make up 
the great majority of American hotels. 


When the guest walks into the lobby 
of the hotel, and is welcomed by the 
room clerk, his account is set in motion 
at that moment. The old-fashioned 
bound register is now as dead as the 
dodo and the daily looseleaf sheet is also 
much less used than formerly. In the 
place of these outmoded records is the 
individual registration card which has 
many advantages over its predecessor. 
Quite apart from its use in accounting, 
the card assures a greater degree of 
privacy to the guest registering at the 
hotel. Under the old hotel register sys- 
tem, anyone could glance down the list 
of arrivals and take note of names and 
room assignments. Also the modern 
card is pre-numbered, leading to con- 
trol of room income. 


The guest card has space for inser- 
tion of the date of arrival, time of ar- 
rival, number of persons in the party, 
room assigned, rate agreed upon, account 
number and initials of the clerk on duty. 
When registering, the guest acknow- 
ledges liability for room charges and also 
relieves the management of liability for 
valuables unless deposited in the vault 
and evidenced by a receipt. The ques- 
tion of liability for guests’ valuables has 
always been a thorny one, but now most 
hotelkeepers put guests on notice that the 
hotel management is not responsible un- 
less proper precautions have been taken. 
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The guest data collected at the time 
of registration may be checked by the 
report rendered by the bellhop serving 
the party. In a properly controlled 
hotel, each bellhop renders a report to 
the bell captain as to the service given 
in rooming guests. The room number, 
time of service, number of persons in 
the party, and number of bags carried to 
the room are the usual features of this 
supporting report. 

A further control of occupied rooms 
in the hotel is furnished by the house- 
keeper's report. This report is given to 
the front office each morning after the 
inspection of rooms by the housekeeper 
or assistants. The purpose of the re- 
port is to supply the front office with a 
house count (number of guests in the 
hotel), room count (the number of oc- 
cupied rooms), and detail of triple O 
rooms (out of order). This last group 
of rooms may be out of order for paint- 
ing, cleaning, redecorating, refurnishing, 
or they may be rented to employees. The 
housekeeper’s report is valuable to the 
hotel auditor in support of the num- 
ber of rooms listed as occupied by guests 
in records of the front office. 


After the guest has been registered 
and roomed, copies of the registration 
indicating his name, address, and room 
number are supplied to the following de- 
partments almost before he has stepped 
from the registration desk: 


1. Information clerk (for mail and gen- 
eral information) ; 

. Room rack (accounting for rooms); 

. Telephone clerks (telephone service); 

. Housekeeper (room service); 

. Restaurants (information as to guests 
in hotel). 


Woo & bh 


It is a major hotel function to be 
ready to serve the guest as quickly as 
possible and to avoid embarrassing him 
by ignorance of his registration, which 
may arise, in connection with the use of 
dining facilities or any of the many 
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other hotel services. Many hotels have 
systems of instantaneous reporting in 
order to obviate this difficulty. 


“Transcript”, Subordinate Reports, 
Daily Report of Operations 

The guest accounts, covering all active 
transients in the hotel, are termed the 
“guest ledger” and are usually kept at 
the front office, in either room or alpha- 
betical order. Charges from the sev- 
eral hotel revenue departments are 
posted to the accounts and cash credits 
are posted from cashiers’ records. 
Charges for rooms are usually posted by 
the night auditor who prepares a report, 
peculiar to hotel accounting, termed the 
transcript. This is a summary of all ac- 
counts in the guest ledger exhibiting per- 
tinent data and balancing with the con- 
trol account in the general ledger main- 
tained in the accounting office. The 
transcript, in effect, stands for the con- 
trolling account and, as such, is used by 
the hotel accountant in the preparation 
of his reports. 

All subordinate reports must be bal- 
anced with the transcript prior to its 
release by the night auditor. These sub- 
ordinate reports comprise charges from 
restaurants, bars, telephone calls, laun- 
dry, garage, valet, extras for occupancy, 
room rental charges by either day, 
week, or lease, cash advances to guests, 
and a list of disbursements (usually for 
c.o.d.’s or outside charges paid by the 
hotel cashiers). Credits to the accounts 
are represented by cash paid to cashiers, 
transfers, or credits in the form of al- 
lowances. ‘Transfers’ are transfers from 
one room account to another, frequently 
necessary as a routine occurrence when 
all rooms are carried individually in the 
guest ledger for the hotel records. In ad- 
dition, transference of charges to one 
master account is sometimes necessary 
when a block of rooms is held for one 


party. 
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The completed transcript must be 
given to the general accounting office as 
quickly as possible in the morning, so 
that the daily report of operations can 
be prepared. In no other business is 
such a comprehensive report placed on 
the desk of its executive each morning. 
All pertinent data is presented: amounts 
for the day, month-to-date figures, com- 
parative prior month amounts, year-to- 
date totals, and comparative data as to 
meals served in each dining room, 
charges and cash receipts in other hotel 
departments, and a veritable battery of 
room statistics. 


Room Statistics 

and Revenue Control Methods 

We are concerned in this outline with 
room statistics which, as we have seen, 
are drawn from several sources. The 
house count, including arrivals and de- 
partures, is drawn from the housekeeper’s 
report, supplemented by bellhops’ reports 
if substantiation is needed. The num- 
ber of guests is analyzed to weekly 
guests, monthly guests, and transients. 
Every guest is regarded as transient un- 
less he has made permanent living ar- 
rangements with the management. 
Rooms held by complimentary guests or 
employees are determined from the 
housekeeper’s report, substantiated by 
an o.k. from either the manager or as- 
sistant, whichever is charged with con- 
trol of such allowances. 

Rooms occupied are developed from 
the transcript and are grouped in the 
same classifications as the guest count. 
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The housekeeper’s report determines the 
number of vacant rooms ready for sale, 
vacant rooms out of order, and total 
available rooms. Room statistics on the 
daily report also show the percentage of 
available rooms occupied by the several 
classes of guests, and the revenue per 
guest and per room. 

In order to maintain the controls thus 
established, members of the general 
hotel accounting staff frequently test 
procedures by internal audit. Such pro- 
cedures are designed to trip any ambi- 
tious room clerk who has attempted to 
pocket room revenue or to room guests 
without registration, a misbehaviour en- 
countered with surprising frequency at 
times when the hotel is extremely busy, 
such as during large conventions or dur- 
ing outstanding sports events. The ac- 
counting staff may, without warning, 
check the housekeeper’s report with the 
room report furnished by the night au- 
dit staff, or may require the house- 
keeper's report to be given directly to 
the accounting office, and may then im- 
mediately check it to the room racks. 


Other techniques are to check the de- 
partures book against the cashier's record 
of receipts or to check the telephone in- 
formation rack against the guest ledger. 
These internal audit tests develop data 
necessary to ascertain whether or not 
proper control is being kept. Guest 
ledger cards, which are pre-numbered, 
are withheld from room clerks and all 
cards, after use, are filed by the account- 
ing staff, so that cards in the racks must 
theoretically be the numbers revealed as 
outstanding after the daily filing. Veri- 
fication may be made as often as desired. 

Testing of procedures should be con- 
sistent and should be carried out with 
thoroughness. The element of surprise 
is the chief element of control. If room 


clerks know that the hotel has an ac- 
curate measuring stick of room imcome, 
they will not be as likely to try to divert 
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some of the room income to their own 
pockets. As of particular importance in 
this connection, credit allowance slips 
are carefully scrutinized to determine 
whether or not the allowance was a le- 
gitimate one. All allowances for rooms 
should be made by an assistant manager 
or other staff assistant but certainly never 
by room clerks if proper control is to be 
maintained. 

From the foregoing it might appear 
that the author distrusts room clerks as 
a group. Nothing is further from the 
truth! Actual experience in the hotel 
industry demonstrates that clerks are 
loyal, keen in their jobs and anxious to 
serve. From their ranks hotel managers 
of the future are drawn, but the respon- 
sibility is great and, as in all cases where 
a large amount of currency is handled, 
proper measures of control must be ap- 
plied for the proper audit of income. 
It is true that all sorts of tricks have 
been devised, from time to time, to 
swindle hotels out of their due. How- 
ever, in most cases, the offenders have 
been caught quickly and the control sys- 
tem now in use at most hotels follows 
the general pattern here described. 


A Perennial Problem: 
The Cashing of Personal Cheques 


Another problem, intimately related to 
guest account control, confronts the hotel 
accountant — the question of the cash- 
ing of personal cheques. We have all 
marvelled at the seeming ingenuousness 
of the hotel cashier who unquestioningly 
cashes our personal cheque when we have 
stayed perhaps one night at the hotel and 
we have all grumbled at the intermin- 
able questions asked by one cautious 
about obliging in this respect. Hotels 
must be prepared to cash many hundreds 
of personal cheques daily from all over 
the nation. They must also be prepared, 
when some of these cheques fail to clear, 
to do a painstaking job of tracing the 
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whereabouts of the persons who passed 
them. 

Generally ‘‘o.k.”” is placed wpon per- 
sonal cheques by an assistant manager. 
He may request the guest to show some 
evidence of identity, such as a driver's 
licence, and experience will soon make 
him an excellent judge of character. 
Drivers’ licences are usually good guides 
to identity but should be carefully per- 
used, inasmuch as careless guests may 
sometimes show a friend’s licence. Cre- 
dentials borrowed for the occasion are 
bugbears to hotels because guests can 
assume identities so convincingly. Good 
cooperation among hotels makes fraud 
in cashing of cheques somewhat rarer to- 
day than in the past. The hotel associa- 
tions of various cities exchange informa- 
tion on cheque passers and on claim 
jumpers (commented on in succeeding 
paragraphs of this paper), who may be 
“working the circuits”. A smart cashier 
has sometimes turned in a valuable 
“fish” for just reward. 

In order to prevent a guest from 
claiming afterwards that he did not re- 
ceive the sum of money indicated on 
the face of the cheque but that it was 
applied to his account, hotel accountants 
have devised a stamp to be applied to 
the reverse of the cheque, as follows: 

Received in cash ............ eaten 

Applied to guest account _............ 

SN ei hte abeecachahearpicasibosnincinonslat 

Ey I ss Bicecrsdictstesieinenns 

In spite of all efforts, cheques con- 
tinue to be returned unpaid. The hotel 
then has to make an effort to collect 
them, perhaps from points all over the 
country. This is accomplished by the 
use of collection agencies in the larger 
cities, by reports to various hotel asso- 
ciations in the hope that the cheque 
passer can be stopped, and by use of 
attorneys and law enforcement agencies 
in the several cities. The problem can 
never be entirely eliminated, but the 


good hotel accountant can reduce loss 
from this source materially by strict ap- 
plication of simple rules and follow-up. 


The simplest rule of all probably is 
“Never cash a cheque for a man in a 
hurry.” Frequently the device of being 
in a hurry is a ruse to trip up an other- 
wise wary cashier. Another simple rule 
is “Always o.k. a cheque for its exact 
amount.” A famous hotel story, current 
in a middle western city, concerns a 
manager who o.k.’d a cheque for eight 
dollars for a plausible guest. The guest 
went up to his room, changed the “8” 
to “80”, changed his figures and writ- 
ing (for which he provided in advance), 
cashed the cheque, checked out, and pro- 
ceeded to knock off about nine other 
hotels the same day in the same city for 
a profit of several hundred dollars! 


Rendering ‘French Leave” Difficult 


In order to control unauthorized de- 
partures of guests without payment or, 
in hotel parlance, ‘‘skippers’’, most hotels 
require a three day report on the guest 
ledger balances and payment prior to 
extension of more credit in cases where 
the account shows undue activity. Assis- 
tant managers follow up these procedures, 
so that accounts are not allowed to in- 
crease without proper authorization. 
Sometimes, in spite of all precautions, 
hotel guests leave by stealth and the hotel 
finds itself facing a bad debt of con- 
siderable proportions. 

As we have seen from procedures al- 
ready outlined, great care is taken to 
safeguard the handling of guest accounts. 
In addition to the accounting precau- 
tions, physical layout of hotel lobbies 
and approaches from guest rooms are 
usually designed to funnel guests 
through the lobby so that undetected 
exit with baggage is virtually impossible. 
Inasmuch as the hotel has a lien upon the 
baggage, this can be seized for a bad 
account. However, baggage held for this 
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purpose is by no means always equal in 
value to the account, and the hotel is 
still faced with the problem of tracing 
“skippers”, frequently on a nation-wide 
basis. 

The problem has been tackled with 
the same persistence that has characteriz- 
ed the approach to the bad cheque prob- 
lem. Hotels have a nation-wide ex- 
change service on “skippers”. In addi- 
tion, examination of the accounts of 
these individuals frequently reveals tell- 
tale clues which lead to the identification 
of the ‘skipper’. Some stories are 
told, which rank almost with detective 
fiction, of the manner in which hotel ac- 
countants track down “skippers” and col- 
lect accounts due. 

Modern hotel accountants have de- 
vised systems to better regularize ac- 
counts and prevent frauds. The sys- 
tem outlined in this discussion is man- 
ual, but several excellent machine sys- 
tems have been developed which are es- 
sentially the same operation but cut 
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down the time and effort materially in 
a large hotel. Where hotels such as the 
Stevens in Chicago or the Waldorf As- 
toria in New York are concerned, the 
multitude of guest transactions per day 
beggars description. The over-all system 
used is, nevertheless, the same as has 
been outlined, except that batteries of 
accounting machines make the night 
auditor's life a great deal less compli- 
cated than it was some years ago. 


A Touch of Glamour 


In conclusion, the field of hotel ac- 
counting with its specialized features is 
attractive to the accountant who must 
know, in addition to the usual account- 
ing techniques, the hotel industry in most 
of its operating ramifications. The in- 
ternal accountant in a hotel is on the 
stepladder to managerial responsibiity 
and no other industry can match the ap- 
peal and day-by-day changefulness of the 
spectacle of the public passing through 
the doors of a great metropolitan hotel. 
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An Approach to 
Punched Card Auditing 


By Reginald E. Oliver, C.A. 


Too few auditors grasp the effect of 
punched card accounting on auditing techniques 





P  erimrge may be placed in three 
classes insofar as their attitude 
toward punched card accounting is 
concerned. In the first class are those 
who consider it as a phenomenon 
hopelessly beyond their comprehension 
and completely beyond the realm of 
their practice. In the second class are 
those who (probably after a brief con- 
tact with punched cards) are content to 
dismiss the subject with the truism 
that the principles of accounting are 
constant whether the records are kept 
on punched cards or in bound ledgers, 
and that a knowledge of those prin- 
ciples provides the mastery of any ac- 
counting technique. In the third class 
are those who have devoted a bit more 
time and thought to punched cards and 
have become fervently enthusiastic 
about their seemingly limitless possi- 
bilities. There are too few auditors 
today who have a facile and compre- 
hensive grasp of how punched card 
accounting affects auditing routines. 
The auditor in the first mentioned 
class who regards punched card account- 
ing as a phenomenon only of large organ- 
izations such as insurance companies, 
governments, and nation-wide corpora- 
tions usually has felt that it was not 


necessary for him to have any know- 
ledge of punched cards as his clientele 
does not include such companies. How- 
ever, punched cards are being used ad- 
vantageously by concerns of literally 
every size and in ever increasing num- 
bers. Many concerns which are too 
small to have the machines installed in 
their own premises are having their in- 
formation prepared on a custom or job- 
order basis. It is interesting to note 
that while punched cards are being 
applied to all phases of accounting very 
few firms have reached the ultimate in 
mechanization. The degree of utiliza- 
tion is usually much higher in the 
smaller offices; whereas some of the 
largest corporations in Canada make 
relatively no use of punched cards 
whatsoever. 


The Basic Principle 

There is a basic principle or concep- 
tion which must be established before 
proceeding to a detailed discussion of 
auditing punched card records. The 
most important concept which must be 
established in the auditor’s mind is 
that the card itself is merely a tool for 
producing the records. Information to 
be recorded is usually in the form of 
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invoices, time-cards, orders, requisi- 
tions or any other type of original 
entry document. Information on the 
“source documents” is recorded on 
cards by means of punched holes. The 
cards may be considered simply a tool 
for transcribing information from one 
set of records to another, re-organizing, 
reclassifying, and developing the in- 
formation while in the process of 
transcription. The records which are 
produced from the card are the re- 
cords with which the auditor needs to 
concern himself. Frequently the card 
itself is used as a source document and 
the holes. are punched on the same 
card. At such times the card is per- 
forming a dual function and the con- 
cept of the card as a tool is not altered. 
Just as it is not necessary to know how 
a car functions to drive it, auditors 
need only know what can be done with 
the cards, not how to do it. This 


fundamental concept of the card as a 
tool is essential for the auditor, who is 
considering a programme of audit. 


The Basic Unit 

The auditor need not pretend to be 
a technician, but he should know the 
functions of the machines which are 
required in the basic unit for any ac- 
counting establishment. The basic unit 
is the minimum of equipment which is 
necessary to prepare any punched card 
records and it consists of :— 

1. A punching machine for punch- 
ing the information on to the cards 
by means of significantly spaced holes; 

2. A sorting machine which will 
sort the cards into any required order; 

3. An accounting machine which 
will take the information from the 
card and print it in a “listed” or “add- 


ed” column and simultaneously, if re- 


quired, adding and subtracting amounts 
and accumulating totals as directed. 
There may be many additional fea- 
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tures on any of these machines — for 
example, the punching machine may 
have special equipment which makes it 
possible to punch much of the infor- 
mation on a card automatically instead 
of entirely by manual strokes. Also 
there are many additional machines 
which may be subsidiary to the above 
basic unit — for example, the multi- 
plier, which is a machine for doing 
automatically what its name implies, or 
another example, the collator, which is 
a machine for matching automatically 
cards which contain identical informa- 
tion on some point. All of the ma- 
chines operate at a relatively great 
speed which reduces the actual run- 
ning time of the machines to a minor 
factor. In this short article it is not 
possible to describe satisfactorily the 
various punched card machines. How- 
ever, most practising auditors today 
will have seen these machines and a 
minute of seeing is worth an hour of 
describing. It is worth repeating that 
only a knowledge of what may be done 
with the machines is required by the 
auditor. 


Fundamental Difficulties 


Before proceeding to a discussion of 
some more technical points of punched 
card auditing a fundamental difficulty 
of the practising auditor should be 
pointed out. Many of the unique dif- 
ficulties of auditing punched card re- 
cords can best be overcome by using 
the machines themselves. However, in 
most firms, the auditor will find that 
the punched card machines are already 
being used to capacity and he will feel 
reluctant to request the services of a 
machine and an operator. The dramatic 
economy in the auditor's time and the 
large volume of transactions which can 
be made feasible to audit should be 
pointed out to the client. The neo- 
phyte auditor will often be pleasantly 
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surprised to find that his time is re- 
duced by these factors, viz: (1) the 
cards from which the records were 
prepared are usually readily available, 
(2) the routine is quite familiar to the 
machine operator, and (3) the high 
operating speed of the machines. 
Nevertheless, too much of the audit 
programme should not be based upon 
the use of the machines. A mechanical 
breakdown or a sudden change in the 
client’s work schedule may disrupt the 
normal work schedule of the machines 
to such an extent as to preclude their 
use for audit purposes. 

It has been suggested that large 
public accounting firms should main- 
tain their own punched card units for 
audit purposes. It may be possible 
that continued expansion of the utiliza- 
tion of punched cards will make this 
imperative in the not too distant 
future, at least for the larger firms. 


The auditor who is examining a set 
of punched card records for the first 
time may find the following bit of ad- 
vice to be worthwhile. Before begin- 
ning to audit any punched card records 
he should take care to find out every 
record which is produced from a card. 
Because of the entirely mechanical na- 
ture of the operation it is a very simple 
task to transcribe the information on a 
card into almost any desired sequence 
or form as a record. 

The auditor may request and receive 
a certain listing or record only to find 
out later that the client’s staff will 
have prepared a listing of the same 
information in another form much 
more auditable than the form original- 
ly presented to the auditor. For ex- 


ample, the machine accounting depart- 
ment may have prepared a recapitula- 
tion of sales invoices in the order of 
the customer’s code number and this 
may be the form which they find use- 
ful. However, for statistical, or for 
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index purposes, the sales invoices also 
may have been listed in order of the 
invoice numbers and the client might 
never think of offering this listing to 
the auditor as he would not realize 
that it might serve his purpose better. 


Aids to Mechanics of Auditing 


The principal value of punched 
cards in auditing is to provide an in- 
valuable tool for the mechanical tasks of 
auditing. Only as a tool of auditing 
are punched cards unique. The major 
effect which punched cards have on 
auditing principles and procedures is 
that frequently they make possible a 
volume of verification which otherwise 
might be considered an unattainable 
ideal. 

The first and most important aid 
which punched cards can provide is to 
prepare the information in a form that 
is easy to check. As an illustration let 
us choose the payroll of a large com- 
pany. 

The auditor wishes to verify the 
amounts shown therein by reference to 
original or “source” documents. How- 
ever, he may find that the employee's 
wage rate approvals are filed in one 
sequence, say the date the employee 
is due for a rate revision, the clock 
cards may be in order of department 
number, the authority for income tax 
deductions may be filed alphabetically, 
the authority for deductions for ac- 
counts receivable in another sequence, 
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and, assuming the net amount payable 
is deposited in the employee's personal 
bank account, the net amount payable 
may be in order of the employee's 
bank account number. To check a 
satisfactory proportion from the actual 
payroll would require an undue 
amount of time to be spent simply 
locating the source documents; it is 
here that the auditor can utilize the 
mobility of the cards. Obtain the 
punched cards from which the payroll 
was prepared, sort them first in the 
order of the wage rate approvals and 
prepare a list on the accounting ma- 
chine, then. sort and list the punched 
cards in order of the clock cards and 
similarly for each type of entry for 
verification. As the lists are then in 
identical order to the supporting or 
authorization data, a satisfactory pro- 
portion can be attained quite easily. As 
the machines sort at rates up to 650 


cards per minute and list at rates up to 
450 cards per minute the running time 
of a machine is not excessive. 


This ability of the machines to pre- 
pare the information in a form suscept- 
ible of easy audit is a feature which is 
so unique to auditors trained in the old 
school that another illustration might 
not be amiss. Suppose that in this 
example the company records its cash 
receipts through the medium of punch- 
ed cards. These cards might first be 
sorted and listed in the date sequence 
for agreement to the detail of the bank 
deposit slips and for checking as to 
the date of the deposit. The same 
cards could then be sorted and listed 
in the order in which the customer's 
account receivable ledger is kept. With 
the list in the same order as the ledger, 
a test of the posting of the credits to 
the accounts receivable ledger could 
quickly be carried out. 

At this point let it be clearly under- 
stood that it is not necessary that the 
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auditor or his staff do the actual ma- 
chine work of sorting and listing. It 
is sufficient that the auditor supervises 
the machine operator to see that differ- 
ent cards are not substituted. The 
holes are fixed permanently in the 
cards and can not be altered. There 
are certain technical tests which can 
be performed on the machine: for 
example, there are test cards which will 
show at once how the printing mechan- 
ism of the machine is set to record the 
facts contained in the cards. However, 
it is doubtful if the auditor will find 
it necessary to go to the extreme length 
of making such tests; supervision of 
the machine operator should be sufh- 
cient in all but the most unusual cir- 
cumstances. 


Verification of Arithmetic 


Another important aid which punch- 
ed card machines can furnish to the 
auditor is an ability to perform mech- 
anical arithmetical chores such as add- 
ing, cross-adding, deducting, and multi- 
plying. 

Frequently it will be found that ad- 
ditions and cross-additions and deduc- 
tions can be verified at the same time 
as the reference lists, referred to above 
in the example of the payroll, are being 
prepared. No more time or effort is 
required for the machine to perform 
the required mechanics of adding and 
deducting, etc. at the same time as it 
does the listing and for as many items 
as may be recorded on the cards. Sub- 
totals can also be proved if desired 
without increasing the time required 
to arrive at the total as the machines 
can accumulate several totals simul- 
taneously. At first impression it may 
often seem pointless to prove the addi- 
tions of the listing by a machine. How- 
ever, the auditor must remember that 
the records can be falsified just as can 
any other record written in a different 
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‘medium, such as pen and ink, however 
greatly the probabilities may be re- 
duced by the conditions of internal 
check. 


Collation 


Another form of mechanical aid 
which punched card machines can fur- 
nish to the auditor is the ability to 
“collate” cards. In machine parlance 
to collate means to match up cards 
which are identical in some respect 
such as the cheque number or such as 
the customer’s code number, the un- 
matched cards being simultaneously 
Separated from the matched cards. An 
example of exploitation of this ability 
to collate might be found in perform- 
ing the bank reconciliation. Assume 
that a company prepares its cheques on 
a punched card and, as will be the al- 
most inevitable concomitant, keeps a 
file of duplicate cards for the cheques. 
To determine which cheques are still 
outstanding it is only necessary to col- 
late the cheques returned from the bank 
with the duplicates of the outstanding 
cheques at the beginning of the period 
and with the duplicates of cheques 
issued during the period. The un- 
matched cards are then listed on the 
machines to form the list of outstand- 
ing cheques. Another example of the 
use of the collator might be the case 
where, in a company with a large num- 
ber of debtors, the auditor has request- 
ed positive confirmation of customers’ 
balances receivable on a punched card. 
The auditor then might maintain a file 
of duplicate punched cards in his con- 
trol with which the returned confirm- 
ations could be collated. Second re- 
quests for confirmation could then be 
sent to the customers indicated by any 
unmatched cards. 


In the above discussion of how. the 
auditor might utilize the machines the 
only aspect mentioned is the manner 


in which they can form a mechanical 
aid to his checking. Examination of 
the original documents and vouchers 
is still necessary. Nothing has been 
said about examining signatures and 
paid dates on cheques returned from 
the bank, or examination of the auth- 
ority for the gross wage rate, or other 
similar routines which may be desirable 
auditing procedures, and which are in 
no way eliminated or altered simply by 
the use of the cards. Use of the speed 
and flexibility of the punched card 
machines only makes a more satisfactory 
volume of the original documents feas- 
ible to audit. 


The Comptometer and Punched Cards 


Instead of being displaced by the 
punched card machines with their 
mechanical calculation the comptometer 
is frequently found to be a valuable 
and complementary piece of equip- 
ment to the punched card machines. 
The auditor will find a comptometer, 
manipulated by a competent operator, 
invaluable for checking additions or 
for establishing control totals. In the 
audit of most of the larger concerns the 
volume of certain types of entries is 
too large to have a junior do the addi- 
tions and mechanical extensions econ- 
omically. Also it is often more econ- 
omical of time and of machine over- 
head when checking the addition of a 
single listing or tabulation to have a 
comptometer operator do the work 
than to excavate from the files the cards 
required to take the necessary precau- 
tions to see that they are the correct 
cards, and then to have them “run” 
by the personnel of the client’s hard- 
pressed machine accounting depart- 
ment under the auditor’s supervision. 
It has frequently been charged, with 
good reason, that the machines are not 
mechanically infallible and I have seen 
mistakes in calculations by the ma- 
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chines caught on comptometers. Such 
mistakes were inexplicable except as 
mechanical vagaries of the machines, as 
was proven when the cards were re- 
run to produce the correct result. 
Moreover the comptometer may often 
be found to be an important part of 
the client’s internal check on the 
accuracy of the punched card-produced 
figures. 


Internal Check 


Perhaps the most fruitful realm of 
inquiry for the auditor in firms where 
there are punched card installations is 
the mannér in which the machine ac- 
counting department predetermines the 
control figures to which it must bal- 
ance. Where the firm has carried out 
mechanization of more phases of its 
accounting it probably has a much 
more effective internal check on the 
totals arrived at because of the nature 
of the punched cards. For example, 
where the accounts receivable and the 
perpetual inventory of finished goods 
are both recorded by punched cards 
then the charge to accounts receivable 
for the sale of so many units of a cer- 
tain article could be recorded by the 
same punched card which records the 
credit which relieves the inventory. 
However, very few offices have mech- 
anized all phases of their accounting 
and often it is impossible for the ma- 
chine to balance with itself. This point 
is where the auditor can frequently 
make interesting discoveries. Predeter- 
mined control totals might only be 
recorded on pieces of scrap paper or 
adding machine tape which are dis- 
carded after the total is proved. It 
is not infrequent that no predetermina- 
tion whatsoever of the total is made, 
in which case the omission to process 
some of the cards by the machine 
operator might never be discovered. 
In a firm with large sales of small 
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items too numerous to keep on a per- 
petual inventory basis such an omis- 
sion might mean that some sales are 
not being billed to customers. All too 
frequently it is the machine accounting 
department itself which determines the 
control total. The greater number of 
employees involved in preparing the 
records with punched cards reduces the 
possibility of fraud being covered by 
manipulation of the record, but the 
adequacy of the internal check still 
merits investigation. 


Conclusion 


And how does the growth of punch- 
ed card accounting affect the profes- 
sion of public accountancy in Canada? 

Firstly, it reveals a need in our aca- 
demic courses for some form of instruc- 
tion in the potentialities and character- 
istics of punched card accounting. A 
complete course in the mechanics of 
the machines is neither required nor 
desired, but some knowledge of what 
they can do should be in the mental 
tool chest of every auditor. Literature 
and pamphlets on the subject are al- 
most entirely limited to the advertising 
copy of the manufacturers. 


Secondly, the growth of punched 
card accounting means that the public 
accountant should be prepared to assist 
his clients with advice as to its appli- 
cation. His unique and special train- 
ing enables him to appreciate the 
unique nature of the punched card 
accounting. One of the axioms of 
efficient and economical use of the 
punched cards is that the greater the 
number of times a card is used 
the more its use is justified. The 
trained accountant is probably the best 
able to grasp all of the ramifications 
of any one transaction. Therefore, he 
should be capable of offering valuable 
advice to his clients, such as how a card 
which was prepared for one accounting 
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entry may be used to record the effect 
on another account, thereby promoting 
efficiency as well as the adequacy of 
the internal check. Unfortunately, too 
few public accountants have prepared 
themselves to meet these requirements. 
Probably this lack of preparation, if 
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not corrected, will become more appar- 
ent as the use of the punched card ma- 
chines increases. Such an increase ap- 
pears inevitable, as the only limits to 
the application of punched cards to ac- 
counting are the limits to the account- 
ant’s imagination. 


Chartered Accountants’ Sporting Events 
or 
Fun with the Bar Association 


feature of summer in the United 

Kingdom is the annual team sport- 
ing events put on between these pro- 
fessions. We have been reading about 
them for years, the cricket and the golf 
matches in which members of the In- 
stitute set themselves up against mem- 
bers of the Bar. Our recollection is 
that the Institute representatives have 
acquitted themselves quite favourably 
up to now, but this year something has 
happened to them. Perhaps, however, 
it is that they merely have a new re- 
porter in The Accountant. If the latter 
is the case, he should be hauled before 
his Council for failing to give a true 
and correct view of the operations etc. 


In a recent issue concerning a cricket 
game, a few lines were taken to say 
that the members of the Bar won the 
game. Most of the rest of the column 
was devoted to the recounting of the 
valiant efforts of the C.A.’s who, with 
minutes to play and the tea interval loom- 
ing close, had to score a fantastic number 
of runs (but didn’t) in order to win. 
We do not know much about the game 
but to us such reporting isn’t cricket. 

He overdoes himself again in the 
July 29, 1950 issue, and we quote the 
whole of the account (excluding the box 
score) of a golf match, — 

In the first match which was played on 


level terms with the London Solicitors’ 
Golfing Society since the war, the Charter- 
ed Accountants’ Golfing Society were de- 
feated by 91/4 to 214 matches at Sunning- 
dale on 28th June last; the accountants 
were unfortunate in losing four of their 
best players just before the match. 


Now what kind of legal or reporting 
skulduggery is that? We know that 
accountants can count up to nineteen and 
that they sometimes lose their bearings 
when they reach that point. But account- 
ants just don’t get lost before a match. 

We certainly think that somebody 
should be disciplined. 


* * * * 


We showed this note to our statis- 
tician who, given time, can always come 
up with an answer on any subject. 

He says, anent the cricket match, that 
it is perfectly obvious that our side for- 
got their basic accounting principles in 
the heat of the moment and batted on a 
LIFO basis. The lawyers, on the other 
hand, proved the point for FILO. 


He is not quite so positive about the 
golf situation but says that the trend 
suggests a concentration of watered 
stock and a quick but ill-considered at- 
tempt on somebody’s part to squeeze it 
out, with the result that the preferred 
shareholders, rather than the common 
shareholders, lost their equity. 
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Cost Accounting and Analysis, by Carl 
Thomas Devine, Ph.D.; published by 
The Macmillan Co. (New York); pp. 
743 and index; price $5.00 

This volume is a comprehensive 
study of cost accounting from the ele- 
mentary routines to advanced problems 
of profit planning. The object as 
stated by the author is to train cost 
accountants who understand the prob- 
lems of management and the proced- 
ures necessary for their solution. 
Throughout the book the emphasis is 
on the work of the accountant rather 
than on that of the bookkeeper. 

The volume is divided into three sec- 
tions, with a view to providing a text 
book for students of widely varying 
backgrounds. 

Section I contains the mechanics of 
cost determination, using totals to show 
the flow of the elements of cost, with- 
out burdening the student with the 
forms and routines necessary to obtain 
such totals. The treatment of the vari- 
ous types of costs in this section is in 
logical sequence, and follows the order 
which teaching experience has shown 
to be most easily understood by the 
student. 

Section II deals with the design and 
installation of cost systems and the 
forms and procedures necessary to pro- 
vide the totals discussed in Section I. 
Stven chapters on standard costs, in- 
cluding a complete case study, appear 
in this section. These cover the subject 
very thoroughly, including several 
methods of setting up standards for 
factory overhead, and a discussion of 
basic standards. 


Section III is mainly devoted to pro- 
fit planning and the preparation of 
budgets. Analyses of costs are made in 
different situations and for different 
purposes, and the author encourages 
the student to consider the points of 
view of the economist and the engineer 
as well as his own. 

An excellent selection of problems 
both for practice and discussion follows 
each chapter. 

The author would appear to have 
achieved the objective stated in the pre- 
face and to have made a worthwhile 
contribution to the literature of cost 
accounting. 

F. R. CROCOMBB, C.A. 
University of Toronto 


Mechanising for Control, by J. H. Bur- 
ton; published by Gee & Co. Ltd. 
(London); pp. 91; price 11/10 

Written in a clear and concise style, 
this text is useful in familiarizing a 
student-in-accounts with many of the 
principles to be followed in a pro- 
gramme of mechanizing office records, 
but is not recommended as a handbook 
for the use of the office executive con- 
templating any major installation of 
mechanical equipment. The author 
points out that he is attempting to 
cover the main control features of office 
equipment and certainly persuades the 
reader that such control can be extend- 
ed to every part of the organization, 
from the office of the chief executive 
down to the stamping operations in the 
mailing department. 

References to the dangers of over- 
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enthusiastic attempts to justify expen- 
ditures covering the installation of 
office equipment are most useful: for 
example, the fallacy of justifying an 
expenditure on an anticipated saving 
of 50 hours per week of workers’ time 
when such time may be spread over 
three or four different locations in the 
organization where no amount of re- 
distribution of the work load would 
permit an actual saving of even one 
person in the final operation. A chap. 
ter dealing with the aids that proof 
posting can be to the internal auditor 
is important. 

Although many interesting applica- 
tions of mechanized equipment are de- 
scribed, there is an inadequate descrip- 
tion of such equipment and neither 
trade names nor manufacturers’ names 
are used. The author does, however, 
arouse the interest of the reader in 
some of the problems of internal office 
system and their possible solution 
through the use of mechanical means. 

G. F. R. PLUMMER, C.A. 


Fundamental Accounting, by Tunick 
and Saxe; published by Prentice-Hall 
Inc. (New York); pp. 873 and index; 
price $6.65 


The authors are probably correct 
from a teaching point of view in at- 
tacking double entry theory by means 
of the balance sheet equation assets —= 
liabilities + capital. If the student is 
shown (without reference to debits and 
credits) how business transactions can 
be recorded within the framework of 
this equation, the step to an under- 
standing of debits and credits can be 
developed much more gracefully. 

Nevertheless Fundamental Accounting 
sidesteps one of the most awkward as- 
pects of the whole approach. The fact 
is that if sales revenue is to be describ- 


ed as an increase in proprietorship (as 
it is), merchandise purchases should be 
treated as a decrease in proprietorship 
(subject to a later adjustment for in- 
ventories). Otherwise it is not easy to 
see how the equation, being subject to 
the effects of successive transactions, can 
be brought up to date by a calculation 
of profits. But the authors refer to a 
purchase of merchandise as an increase 
in an asset (p. 20) rather than as a 
decrease in proprietorship, and are 
therefore obliged to omit this most im- 
portant example of a business transac- 
tion from their list of illustrations. 


“An account is divided into two 
sides: the left side is called the debit 
side; and the right side the credit side” 
(p. 30). In this way Fundamental Ac- 
counting is committed to the old, prac- 
tically obsolete form of ledger ruling. 
This reviewer much prefers, even for 
teaching purposes, the familiar ruling 
with adjacent columns for “Dr.”, “Cr.”, 
and “Balance”. 


There are a number of things to be 
said about the terminology used in this 
book. At the outset we should have 
had specific definitions of terms like 
cost, expense, revenue, and income. As 
it is, revenue and income appear to be 
considered synonyms, requiring the use 
of another term, net income. According 
to the reviewer's understanding the rela- 
tionship is properly expressed by the 
equation income == revenue — expenses. 
Revenue is a “gross” concept to begin 
with (e.g., sales revenue) and income is 
a “net” concept (i.e., profits) and the 
term net income is as confusing as that 
other term (not used in this book), gross 
revenue. 

The failure to define “expenses” 
leads to special difficulties. Such a 
statement as “ . in the case of a 
merchandise business profit is the ex- 
cess of income over the cost of mer- 
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chandise sold plus the expenses of 
doing business” (p. 15) not only con- 
fuses income with revenue; it ignores 
the fact that by any reasonable defini- 
tion of “expense” (viz., the cost of 
obtaining revenue for the period) the 
cost of merchandise sold 7s an expense. 


The authors retain the terms “gross 
profit”, “net operating profit”, and “net 
profit” on their illustration of the in- 
come statement. The use of the word 
“profit” in relation to three different 
figures in the income statement is 
bound to be confusing and is no doubt 
responsible for much misinterpretation 
in the past by readers of financial state- 
ments. Terms like “gross trading mar- 
gin”, “net trading margin”, and “profit 


> 


for the year” seem preferable. 


The text itself runs to 703 pages and 
following this there are nearly 200 
pages of work assignments and practice 
sets. The problems are classified by 
chapter headings and appear to be plenti- 
ful enough to ensure the choice of suit- 
able ones. 


Not all the topics dealt with appear 
to be absolutely necessary in a book 
which is essentially an elementary text. 
In particular, instruction on the legal as- 
pects of negotiable instruments and cost 
accounting (job order and process cost 
accounting) could well be left for other 
texts; and the private ledger appears to 
have been exalted beyond its deserts by 
a long illustration. 

On the other hand, an opening chap- 
ter on “The Business Background of 
Accounting” does seem worthwhile. A 
brief discussion of such things as select- 
ing a business, selecting a location, and 
selecting a staff, while not completely 
relevant to accounting, may put some 
beginners in a frame of mind to master 
the more technical matters to follow. 


Furthermore, Fundamental Accounting 
tackles a topic sadly omitted from most 
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accounting texts. It contains a section 
on asset valuation and a concluding 
chapter on “An Introduction to Ac- 
counting Theory”. Even the student 
of elementary accounting is entitled to 
some consideration of these most basic 
matters. Equally as commendable, the 
sections mentioned are supported by 
references to bulletins of the American 
Institute of Accountants. The con- 
sciousness of the existence of these bul- 
letins throughout the book is perhaps 
its best feature. The word “reserve”, 
for example, is not used in describing 
the asset valuation accounts (although 
there appears also to have been a com- 
plete avoidance of the problem of the 
use of the word “reserve” in relation to 
estimated liabilities). 

J. E. SMYTH, C.A. 


Queen’s University 


Practical Statistics, by F. Bradshaw- 
Makin; published by Gee & Co. (Lon- 
don); pp. 115; price 13/6 post free 
This is a book about business statis- 
tics by an accountant. The author 
points out, and few of his colleagues 
are likely to disagree with him, that 
the ordinary financial accounts of a 
business seldom furnish management 
with sufficient information. He is also 
convinced that “an accountant possess- 
ed of statistical training is the ideal 
statistician in business”. In a compara- 
tively short space Mr. Bradshaw-Makin 
has produced a readable introduction 
to elementary statistical concepts which 
he combines with a good deal of sound 
advice from his own experience. The 
book does not, however, attempt to 
deal with such topics as sampling 
theory, correlation, forecasting, or 


sources of statistical data. 


R. J. SUTHERLAND, 
University of Toronto 
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THE MEANING OF THE TERM “COST” 
AS USED IN INVENTORY VALUATION 


Bulletin No. 5 of the Committee on Accounting and Auditing 
Research of The Dominion Association of Chartered Accountants 
November 1950 


IHE word ‘“‘cost’’, either alone or as 
part of the phrase “the lower of cost 
or market’, is frequently used to describe 
how an inventory has been valued. There 
are several ways in which cost may be 
determined and in this bulletin the com- 
mittee sets out various alternatives which 
it considers to be generally acceptable for 
accounting purposes. As with all ac- 
counting procedures where alternatives 
exist it is presumed that once a basis for 
determining cost has been selected it will 
be followed consistently from year to 
year unless circumstances warrant a 
change. 

The selection of the most suitable 
method for determining cost will depend 
upon the particular circumstances of each 
enterprise and the industry in which it 
is engaged. In some cases the choice of 
method may have little effect on the fin- 
ancial statements. In other cases the 
choice of method of inventory valuation 
is such an important factor in determin- 
ing profits that the selection of the most 
suitable method will depend on which 
measurement of inventory cost results in 
charging against operations costs which 
most fairly match the sales revenue for 
the period. 

What is Included in Cost? 


Irrespective of the method selected, 
the factors entering into the cost of an 


item in an inventory will vary according 
to circumstances. In the case of mer- 
chandise purchased for re-sale, or of raw 
materials which are to enter into pro- 
duction, cost may be said to be /aid-down 
cost, for example, invoice cost (in terms 
of Canadian dollars) plus customs and 
excise duties and freight and cartage. In 
the case of inventories of goods in pro- 
cess and finished goods, cost will include 
the laid-down cost of material plus the 
cost of direct labor applied to the product 
and ordinarily the applicable share of 
overhead expense properly chargeable to 
production. Where the storage of goods 
for a significant period of time is an 
integral part of the manufacturing pro- 
cess, cost may also include the applicable 
share of warehousing expense and, in a 
few cases, carrying charges. 


Sometimes certain costs are excluded in 
determining inventory values. Usually 
expenditures arising out of abnormal cir- 
cumstances, such as rehandling of goods 
and idle facilities, are not included. 
Similarly, in some cases, fixed overhead is 
excluded where its inclusion would dis- 
tort the profit for the year by reason of 
fluctuating volume of production. 


In some manufacturing organizations 
standard costs only are developed. In 
such cases it is usual to accept these as 
being the equivalent of “‘actual” costs if 
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there is no significant variation between 
aggregate standard costs and aggregate 
actual costs properly applicable to the in- 
ventory. If actual costs and standard 
costs are substantially different it is usual 
to adjust the standard costs to estimated 
actual costs by applying a percentage 
factor based on production experience. 


How are Costs 
Assigned to Inventory Items? 


It is often assumed by those not fami- 
liar with the problems of inventory valu- 
ation that the cost assigned to an invent- 
ory item must be the actual cost of the 
specific item included in the inventory. 
However, usually it is not possible or 
practicable to determine the cost in this 
manner and sometimes even when it is 
possible to do this, the costs so arrived at 
are not necessarily the most appropriate 
costs. As a result several conventions 
for determining the costs applicable to 


the items in an inventory have been de- 
veloped. 


The methods of cost determination 
in most common use are: 


(a) Specific item cost: In this case 
the cost of each item in the inventory 
is ascertained. This method can only 
be used where the items under con- 
sideration are of such a nature and 
value as to make individual identifica- 
tion a possible and practicable pro- 
cedure. 

(b) Average: In this case the cost 
of an item is determined from the 
weighted average of the cost of similar 
items at the beginning of the period 
and the cost of all similar items ac- 
quired during the period. The aver- 
age may be calculated on an annual, 
monthly or other periodic basis, or as 
each additional shipment is received, 
depending upon the circumstances of 
the business. 


(c) FIFO (First In, First Out): In 
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this case, for the purposes of income 
determination, the cost of the first 
goods purchased or acquired is the 
cost assigned to the first goods sold. 
Therefore, the cost allocated to the in- 
ventory items on hand at the end of 
the period is the cost of those goods 
most recently acquired. 

(d) LIFO (Last In, First Out): In 
this case, for the purposes of income 
determination, the cost of the goods 
most recently purchased or acquired 
is the cost assigned to the first goods 
sold. As a result the inventory on 
hand at the end of any period, pro- 
vided the quantities on hand at the 
end of the period are the same as 
they were at the beginning of the 
period, is valued at the cost attributed 
to the inventory at the beginning of 
the period. Increases in quantities 
during a period are valued at the cost 
prevailing during the time that the 
accumulations are deemed to have 
occurred. Decreases in quantities are 
considered to have first reduced the 
most recent accumulations. 


Conclusions 


(1) The method selected for deter- 
mining cost should be one which results 
in the fairest matching of costs against 
revenues regardless of whether or not 
the method corresponds to the physical 
flow of goods. Thus, if the selling price 
of the finished product varies concur- 
rently with the price of the raw material, 
the LIFO method of cost determination 
may be appropriate even though the 
goods first received are those first dis- 
posed of. 

(2) If, in calculating the cost of an 
inventory at any time, a method of cost 
determination has been used which re- 
sults in a figure for cost which differs 
materially from what the figure would 
have been if the then recent costs had 
been used (as frequently happens when 





Obituary 


the LIFO method is used), the method 
followed in determining costs should be 
disclosed on the financial statements. 


(3) Where there is a change in the 
method of determining inventory costs 
which has a material effect on the profit 
and loss statement or the balance sheet 
full disclosure of the change should be 
made. 

Note: This statement has been approved by 
all members of the Committee on Accounting 
and Auditing Research. However, Mr. F. A. 
Coffey, a member of the Committee, while 


Obituary 


Alister Findlater Mitchell 


The Institute of Chartered Accountants of 
Quebec announces with deep regret the death 
of Alister Findlater Mitchell on September 16, 
1950, in his 82nd year. 

Educated in Montreal, Mr. Mitcheil was ad- 
mitted to membership in the Quebec Institute 
in 1900. He subsequently became a partner 
in the stockbrokerage firm of Oswald Brotheis, 
was elected a member of the Montreal Stock 
Exchange and later joined the firm of Laidlaw 
& Company, Bankers and Stockbrokers, New 
York. At the time of his death he was the 
manager of their Montreal branch. 

Mr. Mitchell served on the Council of the 
Quebec Institute in the years 1901-2 and 
1904-5. He was secretary-treasurer from 
1902 to 1904 and vice-president from 1905 to 
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assenting to the statement, disagrees with the 
part in the second sentence of the first con- 
clusion which reads “if the selling price of 
the finished product varies concurrently with 
the price of the raw material”. Mr. Coffey 
thinks that these words imply that LIFO is 
not at any time appropriate unless the con- 
dition of immediate price change is present. 
He believes that LIFO is most appropriate 
when the selling price of the finished product 
varies concurrently with the price of raw ma- 
terial and also believes that LIFO is appropri- 
ate in some cases where no such concurrent 
selling price variation can or does take place. 


1909. He represented the Institute at the first 
meeting of the American Institute of Account- 
ants held in St. Louis, Mo. in 1904, and was 
also honorary secretary-treasurer of the Do- 
minion Association in 1905-6. Only a few 
days before his death he had been congratulat- 
ed on completing 50 years membership in the 
Institute and was to have been an honoured 
guest at the next annual dinner. 


Always keenly interested in sports, Mr. Mit- 
chell was an honorary life member of the 
Montreal Rackets Club, Takiteze Fishing Club, 
a past vice-president and life member of the 
M.A.A.A., and was formerly a member of 
various golf clubs, the Thistle Curling Club, 
Montreal Hunt Club and Montreal Polo Club. 


The members of the Institute offer their 
sincere sympathy to his widow and family. 
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ALBERTA 
Calgary Chartered Accountants Club 


The regular monthly luncheon meeting of 
the Calgary Chartered Accountants Club was 
held on Friday, October 6, in the Palliser 
Hotel. As this was the first meeting of the 
present season it was confined to the receiv- 
ing of the president’s and treasurer's reports, 
the election of a new executive and a discus- 
sion of plans for the coming year. The fol- 
lowing members were elected to the execu- 
tive: J. G. Simonton, president; H. H. Love, 
vice-president; 1. L. Morrison, secretary-treasur- 
er; R. E. Waller and Mitchell Taylor, direc- 
tors. In his report the retiring president, Mr. 
J. T. Bowles, reviewed the club’s activities for 
the past year. 


Christenson, Simonton & Co., Chartered 
Accountants, announce the removal of their 
Edmonton office to 4th Fir., Alexandra 
Bldg., 10173 100A St., Edmonton. 


NEW BRUNSWICK 
New Brunswick Students’ Society 
Moncton Branch 


The Moncton Branch of the New Bruns- 
wick Institute of Chartered Accountants Stu- 
dents’ Society held an informal dinner meet- 
ing on Friday, September 29, 1950.  Fol- 
lowing the dinner a business meeting was held 
when the chairman, John Killorn, outlined 
the programme for the 1950-51 lecture sea- 
son. Present as guests of the Society were 
members of the Council of the New Bruns- 
wick Institute of Chartered Accountants head- 
ed by G. W. Hudson C.A., president. Mr. 
Hudson addressed the students on some as- 
pects of their chosen profession, and was 
thanked by Francis Smith, secretary of the 
Society. 


BRITISH COLUMBIA 


Messrs. K. Cromar Bruce, C.A. and Ed- 
gar M. Baldwin, C.A. announce the forma- 
tion of a partnership for the practice of 
their profession under the firm name of 
Bruce & Baldwin, Chartered Accountants, 
with offices at 513 Royal Bank Bldg., Van- 
couver. 

* * * 

Mr. J. J. Kozak, C.A. announces the 
opening of an office for the practice of his 
profession at 1075 Kingsway, Vancouver. 


ONTARIO 


Messrs. D. A. Waters, C.A. and G. A. 
Savage, C.A. announce the formation of a 
partnership for the practice of their profes- 
sion under the firm name of Waters and 
Savage, Chartered Accountants, with offices 
at 11 George St., Brantford. 

Mr. Frank P. Gibbs, C.A. announces that 
henceforth his practice will be carried on 
under the firm name of Monteith & Mon- 
teith, Chartered Accountants, with offices in 
the Reynolds Bldg., Stratford. 

* * + 


Mr. A. Colman, C.A. announces the re- 
moval to his office to Ste. 805, 350 Bay St., 
Toronto, Ont. 


Chartered Accountants Club of 
Western Ontario 


More than 30 members attended the golf 
tournament held by the Chartered Account- 
ants Club of Western Ontario at the 
Stratford Golf and Country Club on Sep- 
tember 22. Following the tournament a 
dinner was held under the chairmanship of 
Mr. Elmer Amsbury, C.A., and prizes were 
presented. Among the prize winners were 
low gross: Elmer Amsbury, C.A.; second low 
gross: Gordon Campbell, C.A.; low met: 
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News of Our Members 


Fred Norwood, C.A.; igh gross (most hon- 
est golfer) : Walter Smith; hidden holes (high 
gross): G. Murray and Jack Young; hidden 
holes (low gross): S. Priest, Jack Mennie, 
and B. Monteith, C.A. 


QUEBEC 


Mr. W. Howard Wert, C.A. announces 
that Mr. Andrew Whitelaw, C.A. has joined 
him in partnership and that henceforth the 
practice of the profession will be conducted 
under the firm name of Wert, Whitelaw & 
Co., Chartered Accountants, with offices in 
the Royal Bank Bldg., 360 St. James St. W., 
Montreal. 


o * * 


Mr. Charles Hyman, B.Com., C.A., an- 
nounces the admission to partnership of Mr. 
Abe Shragie, C.A. Henceforth the practice of 
the profession will be conducted under the 


News of Our Members 


Mr. Fred E. Doull, C.A., has retired from 
the Robert Simpson Co. (Western Branch) 
after 34 years of service. He was for many 
years office manager of Simpson’s in Regina 
and when the Vancouver store was opened 
in 1948, he transferred to the Coast in the 
same capacity and had the full responsibility 
of setting up the accounting records and 
controls for the new branch. Mr. Doull 
was admitted to the Saskatchewan Institute 
in 1921. 
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firm name of Charles Hyman & Co., Charter- 
ed Accountants, with offices at Ste. 1030, 1435 
St. Alexander St., Montreal, Que. 


SASKATCHEWAN 
Regina Chartered Accountants Club 

At the first meeting of the 1950-51 season 
held in the Kitchener Hotel on October 18, 
Mr. D. A. Shaw was elected president of the 
Regina Chartered Accountants Club. Other 
officers elected were: Walter Read, vice-prest- 
dent; J. H. Gordon, secretary-treasurer; E. G. 
Flynn and G. W. Myers, executive members. 
Guest speaker of the meeting was Mr. H. S. 
Moffet who reported on the D.A.C.A. conven- 
tion at Charlottetown. 

” * * 

Read, Smith & Forbes, Chartered Account- 
ants, 101 Westman Chambers, Regina, an- 
nounce the admission to partnership of Mr. 
Wm. E. Clarke, B.Acc., C.A. 


Mr. Fred J. Parker, C.A., general manager 
of the Kingston Public Utilities Commission, 
has been appointed chairman of Kingston's 
Community Chest campaign this year. 

* * * 

The Petroleum Accountants Society of 
Western Canada held its first general meeting 
on October 10 at the Harris Sky Room, Cal- 
gary. The guest speaker was Mr. S. E. 
Ewens, C.A., who spoke on the taxation of 
income. 





The Students’ Department 


J. E. Smyth, C.A., Editor 


NOTES AND COMMENTS 


A’ the time of writing we are think- 
ing with much pleasure of the meet- 
ings of the American Accounting Asso- 
ciation held this year in Boston on Sep- 
tember 7 and 8. The Harvard Graduate 
School of Business Administration pro- 
vided a fine setting and proved a good 
host indeed. Just to excite the jealousy 
of our readers we would mention (cas- 
ually of course) that we had the oppor- 
tunity to see and hear many accounting 
notables in action — for example, Profes- 
sors Paton, Finney, and Newlove, Sam- 
uel J. Broad, and several others whom 


we recognized as the authors of texts and 
articles appearing in the accounting jour- 


nals. It was worth it. We would like 
to go again next year except that the 
meetings are to be in Denver; which, af- 
ter all, is going a bit too far to find ma- 
terial for The Students’ Department. 

* * * 


This may be a convenient place to men- 
tion what we know (or think we know) 
about the organization of the accounting 
profession in the United States. The 
two national organizations of interest are 
the American Institute of Accountants 
and the American Accounting Associa- 
tion. These are not rival societies. The 
American Institute is designed to serve 
the practising accountants (the counter- 
part of The Dominion Association of 
Chartered Accountants) while the Asso- 
ciation, whose meetings we attended, is 
largely an academic group and consists 
chiefly of university instructors. We 
have no counterpart of the Association 
in Canada. J. Harold Stewart is presi- 
dent of the American Institute of Ac- 


countants and Professor Paul Garner is 
the new president of the American Ac- 
counting Association succeeding Profes- 
sor Perry Mason. 

The Journal of Accountancy is a mon- 
thly publication of the American Insti- 
tute of Accountants. It made its first 
appearance in 1903 when “the profes- 
sion was in its infancy”. The American 
Association has for its part published 
The Accounting Review quarterly since 
1926. In addition, both organizations 
have committees which study such con- 
tentious things as accounting terminology 
and accounting standards, as well as more 
specific matters relating to current prob- 
lems. Significant pronouncements have 
been made available in this way by both 
groups. The American Accounting As- 
sociation has recently reprinted its book- 
let entitled “Accounting Concepts and 
Standards Underlying Corporate Finan- 
cial Statements”. The Committee on 
Accounting Procedure of the American 
Institute of Accountants has issued some 
39 Accounting Research Bulletins on 
various subjects of interest to practising 
accountants and another committee, the 
Committee on Auditing Procedure has 
also released 24 Statements on Auditing 
Procedure which have had considerable 
influence in raising the standards of audit 
practice. 

* * * 

The history of the American Account- 
ing Association traces back to 1916 when 
a group of accounting teachers organized 
what was then known as the American 
Association of University Instructors in 
Accounting. The name was changed 
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in 1935 and the objectives and member- 
ship somewhat broadened with a view 
to developing accounting principles and 
standards. As a result there is frequent- 
ly a stimulating interchange of ideas be- 
tween the American Accounting Asso- 
ciation and the American Institute of Ac- 


SOLUTION TO LAST 


6852 
x 19 
Tens digit of 
partial product 


To multiply 


9x2 
+ (9x5) + (1x2) 
+ (9x8) + (1x5) 
+ (9x6) + (1x8) 
+ (1x6) 


; 


tan wy 
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countants with the professors advocating 
standards to which the practising ac- 
countants are inclined to make some ex- 
ceptions. (See ‘““A Comparison of Prin- 
ciples and Procedure” by R. L. Boyd, 
The Journal of Accountancy, July, 1942.) 


MONTH’S PUZZLE 


Partial Unit digit of 
product partial product 


Final product 
18 

48 

81 

70 

eet 


product 


PUZZLE 


A gramophone record has a total di- 
ameter of 12 inches. The recording it- 
self leaves an outer margin of an inch; 
the diameter of the unused centre of the 
record is four inches. There is an aver- 


age of 90 grooves to the inch. How far 
does the needle travel when the record 
is played? 


(From: Have Fun With Figures, 
by Joseph Degrazia) 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect of 
course the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner but rather as such discussion and explanation of the 


problem as will make its study of benefit to the student. 


cordially invited. 


Discussion of solutions presented is 
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PROBLEM 1 
Intermediate Examination, November 1949 
Accounting II, Question 6 (20 marks) 
The following are the balances in the general ledger of the Y. A. K. Co. Ltd. as at 
30 Sept 1949: 
Accounts Payable $ 316,000 
Accounts Receivable 300,000 
Accrued Taxes 1,400 
Advances on Salesmen’s Commissions . ae 1,200 
Appraisal Surplus 10,000 
Bad Debt Expenses ; 3,100 
Bond Discount 5,400 
Bond Discount Amortized eo 300 
ak SS a tanec dace sr 18,000 
Buildings, Plant, Machinery 753,000 
(Cath on hand G0 Gi PARE .......:.........0.:...:c.se00e0008. 1,700 
Cash surrender value life imsuramce ...................0..00c0ccccceeeeceseees 11,200 
Common shares issued Shook 300,000 
Common shares—subscriptions due 50,000 
RAC WE OOGS BOI .....c.....05.6:ss.cesesecse0: : : 461,000 
Depreciation . a 62,000 
Directors’ fees . 3,000 
Distributable Surplus 70,000 
Dividends paid 8,000 
Earned Surplus © 269,600 
5% Preferred stock paid up 100,000 
General Expense 75,100 
Goodwill 16,000 
Income taxes payable 24,000 
Inventories at lower of cost or market 425,700 
Investment in subsidiary Eee Senet antes evi ee ee ee 187,000 
BONNE ors esc eataoce Ne i ese nek 129,000 
Legal fees fs Reacts saeteeestassores 2,000 
Prepaid Insurance ..... - taradcdn acces 8,700 
Prepaid rent received 700 
Refundable portion of excess profits taxes ..... 5 45,300 
art TN I oye sss coducennlanatsscoedyien : 7,600 
Reserve for contingencies potenti 10,000 
Reserve for depreciation ee ne a eee 21,400 
Reserve for guarantees ; 300,000 
Salaries general ; ee oe. 21,000 
Salaries executive officers 20,000 
Sales 1,022,000 
Selling expenses Pattee tact 92,000 
Sinking fund reserve . 42,500 
Sinking fund securities 42,500 
6% mortgage bonds leakes eee 300,000 
Sundry income . 21,000 
I I RL a ee a he adel 74,000 


Required: 
Balance sheet and statement of profit and loss as at 30 Sept 1949, in conformity with 
the requirements of the Dominion Companies Act. 





iS 


at 
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A SOLUTION 
YAK. GO. LED. 
BALANCE SHEET 

as at September 30, 1949 


ASSETS 
Current: 
Maratea Pema AEE EN TRIN sis 562 ah cag cad cada bd saccade ckeasaneees 
RMRTINND AMINED 5 ches esos easika desea $ 300,000 
Less allowance for bad debts ...............00.cc00c0e 7,600 
Inventories at the lower of cost or market ...............00.ccc0000000 
Pres MEI socio etsert a ns dicisivci shin cidasRia ais: 
Advances on salesmen’s commissions ....................... Sli pacts ; 
Investments: 
ene Sih CURIE horas Ss soa RRA i en : 
Cash surrender value of life insurance ....................00c:cc:cccsseeee 
Refundable portion of excess profits taxes ..............0.0c:ccccccees 
Umma EMR “UMN UNID e525 idol elk aad cauasccsthelsdesesaavee dese fates 
Fixed: 
NT Ss os a pt sg et gr a 
Buildings, plant and machinery ...................0.005. $ 753,000 
Less allowance for depreciation ..................:.:000084 21,400 
NN OO os ahs ea J a i nee al as 


LIABILITIES AND CAPITAL 


Current liabilities: 
MeN MIIIIND 26 desc cd oshncay Sacdesseciscncks setae. 
NN czy oa ta isa da udu w danse Sessa cout es 
NI IE INN dice cc sacccse test ckasscactvevex cles seiems atcoageeees ates : 
PRI ME IOI aise i osiccsescscetscscsccissseace 
Allowance for guarantees ..................ccc0cc0 


Deferred liability: 
Mortgage bonds payable, 6% ................ccccceccecceeseees 
Less discount unamortized ........................... é 


Total liabilities SRE a R Mita a abate as 


292,400 
425,700 
8,700 
1,200 


187,000 
11,200 
45,300 


129,000 


731,600 


$ 316,000 


1,400 
24,000 
700 
300,000 


300,000 
5,400 


23) 


$ 729,700 


243,500 
42,500 


860,600 
16,000 


$1,892,300 





$ 642,100 


294,600 


936,700 
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Capital and surplus: 
Share capital: 
5% Preferred, fully paid 


Less subscriptions due 


Earned surplus: 
Balance 1 October 1948 269,600 
Add profits, per statement attached 211,500 


481,100 
Deduct dividends 


' 473,100 
Distributable surplus arising from the apportionment of the value 
assigned to no par stock 70,000 
Surplus arising from the appraisal of fixed assets 10,000 
Reserve for contingencies ie 10,000 
Sinking fund reserve Rear: 42,500 


955,600 


$1,892,300 


Y. A. K. CO. LTD. 


STATEMENT OF PROFIT AND Loss 
for the year ended September 30 1949 


$1,022,000 
461,000 


a RT ON i caravans tgs un tab isouebs le assiveabaeaein sandeep 561,000 
Deduct Selling and administrative expenses: 
Depreciation 
Directors’ fees 
General expense 


Salaries, general 
Salaries, executive officers 
Selling expenses 
Bad debt expenses 
278,200 


Net trading margin 282,800 








The Students' Department 






Deduct Financial expenses 
NN UN anaes se ssauin deca sasuscc cutee sdertudpens - 18,000 
Bond discount emontiond . ieee BR iiss saree tea bea at 







18,300 







264,500 
MMU PIRDAE IMIR, 25 eS UA cc 08 ffs ta cdestaacle Hose ges secsbaetthe 21,000 













285,500 
Deduct Taxes om income .................0..00ccce ses eM ha aca 74,000 











Profits for year . $ 211,500 


Editor’s Note: 

(a) Bond discount unamortized may alternatively be shown on the asset side under 

the caption “Deferred charges”. 

(b) While the problem asks only for. financial statements in conformity with the re- 
quirements of the Dominion Companies Act, it is submitted that this does not 
excuse a lack of attention to the form of the statements even at points not specifically 
dealt with by the statute. 











PROBLEM 2 
Final Examination, November 1949 
Accounting IV, Question 2 (25 marks) 


The following are the balance sheets of the Hard Co. Ltd. and the Fast Co. Ltd. as 
at 30 June 1949: 













ASSETS Hard Co. Fast Co. 

NR ener, eats Si chk orcas sor oxenss A ene $ 72,000 $ 24,000 
NR I oc fos ee eS ee eS 376,000 44,800 
I Re hs kos de su eidldg capt nesanesnueraadl Pelee uate bias 800,000 80,000 
IN etc Acces as einteschscbbveveoscickteo Pre meaeastieent 80,000 16,000 
Buildings, less depreciation ..................:..:ccccccceseeee 960,000 144,000 
Machinery and equipment, less depreciation ................. 1,271,000 306,000 

$3,559,000 $ 614,800 















LIABILITIES AND CAPITAL 


Tile MENS DOVEIE ois 8b oii ciciss ca Qeasccincs a $ 144,000 $ 76,800 
RII ys fits tance aca hcisvcnshncsaepes nck FanenSntsts ecies sene eee dal 1,408,000 192,000 














Capital stock (authorized and issued) 
6% cumulative preferred (par value $100) ........ 5 640,000 80,000 
Common (par value $100) ............... pet 1,176,000 40,000 
Surplus as at 31 Mar 1949 ............ eee apt ccna 63,000 154,000 
eet 2 Fee Oy 50 FN ID Sakis oii ds einen mm 128,000 72,000 





$3,559,000 


$ 614,800 
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On 30 June 1949, the Hard and Fast Co. Ltd. was formed to purchase the share capital 
of the Hard Co. Ltd. and the Fast Co. Ltd., as at 31 Mar 1949, under the following terms: 
(a) The values to be given the fixed assets are those shown on the balance sheets of 

the companies. 

(b) The Hard and Fast Co. Ltd. issued $2,400,000 5% bonds on 30 June 1949 at 95, 
the proceeds to be applied: 

(i) to retire outstanding bonds of Hard Co. Ltd. and Fast Co. Ltd. 
(ii) $640,000 to be deposited with a trustee to establish a construction fund. 
(iii) balance to be added to general funds of Hard and Fast Co. Ltd. 

(c) Preferred shares of the Hard Co. Ltd. and the Fast Co. Ltd. are to be exchanged, 
share for share, for preferred shares ($100 par value) of the Hard and Fast Co. 
Ltd. At 30 June 1949, none of the preferred shareholders had yet turned in their 
shares of the old companies. Dividends on the preferred shares of Hard Co. Ltd. 
and Fast Co. Ltd. were paid up to 31 Mar 1949, and are guaranteed by Hard and 
Fast Co. Ltd. to 30 June 1949. 

All the authorized common shares of the Hard and Fast Co. Ltd. (18,629 shares 
at a par value of $100) are to be offered to common shareholders of Hard Co. 
Ltd. and Fast Co. Ltd. in proportion to their respective equities in the old com- 
panies. 80% of the common shares of the Hard Co. Ltd. and 90% of the common 
shares of the Fast Co. Ltd. had been turned in for exchange at 30 June 1949. 
NOTE:—Income taxes are to be ignored for the purposes of this question. 


Required: 
Consolidated working sheet at 30 June 1949 giving effect to the above transactions, and 
differentiating between the minority and majority interests. 
See pp. 234-5 for a solution 


Editor’s Note: 
The goodwill of consolidation (or purchase discrepancy) is determined as follows: 
Common share capital and surplus of Hard Co. Ltd. 31 Mar 1949 $1,239,000 
Common share capital and surplus of Fast Co. Ltd. 31 Mar 1949 194,000 


$1,433,000 
Common shares to be issued by Hard and Fast Co. Ltd.: 


To common shareholders of Hard Co. Ltd. 1,239 


Tapp * 1862,900 ............ $1,610,700 


se 1,862,900 252,200 
1,433 x i, > : 5 ’ 


To common shareholders of Fast Co. Ltd. 


$1,862,900 


Goodwill re acquisition of Hard Co. Ltd.: 
Common shares issued at 30 June 1949: 80% of $1,610,700 = $1,288,560 
Equity acquired 
Share capital common — 80% of $1,176,000 = $940,800 
Surplus 80% of $63,000 = 50,400 


991,200 


$297,360 
Goodwill re acquisition of Fast Co. Ltd.: 
Common shares issued at 30 June 1949: 90% of $252,200 = 226,980 
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Equity acquired 
Share capital common — 90% of $40,000 
Surplus — 90% of $154,000 138,600 
174,600 


52,380 


$349,740 


PROBLEM 3 
Final Examination, November 1949 
Accounting IV, Question 3 (10 marks) 

The following information in respect of the Pushin Sales Co. Ltd. covers the three years 

ending 31 Dec 1948 starting with the formation of the concern on Jan 1946: 

1946 1947 1948 
$ 800,000 $1,000,000 $1,400,000 
Cost of goods sold 480,000 600,000 840,000 
Instalment sales included in above 50,000 80,000 140,000 
Provision for bad debt losses on ordinary and instalment accounts is to be calculated 
as 1% of total sales plus an additional 1% on instalment sales. 

1946 1947 1948 
Ordinary accounts receivable written off $ 4,000 $ 7,200 $ 8,000 
Bad debts recovered 600 400 


Balance of instalment accounts receivable at time 
of repossessions 10,000 12,000 10,000 


Estimated selling price of repossessed merchandise 16,000 21,000 15,000 
Any profit or loss on the repossession of merchandise is to be carried to the reserve 
for bad debts. 
Required: 
An analysis of the reserve for bad debts for the three years ending 31st December 1948. 


A SOLUTION 
PUSHIN SALES CO. LTD. 
ANALYSIS OF RESERVE FOR BAD DEBTS 
for three years ending December 31 
1946 1947 1948 
Balance at beginning of year .... wes caer $ 4,100 $ 8,900 
Add: provision for year: 
1% of total sales ¥ ; bas $ 8,000 10,000 14,000 
plus additional 1% of instalment sales 500 800 1,400 
Recovery of bad debts previously written off 600 400 
Profit on instalment repossession .... 600 


$8,500 $16,100 $24,700 





Less: ordinary accounts receivable written off ............ $ 4,000 $ 7,200 $ 8,000 
losses on instalment accounts 400 1,000 
Balance at end of year ROR Mt Be tan : 4,100 8,900 15,700 


$8,500 $16,100 $24,700 
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CALCULATION OF PROFITS AND LOSSES ON REPOSSESSION 
$16,000 


Estimated selling price 


Balance of accounts receivable 
Profits on repossession 


Losses on repossessions 


$21,000 


12,600 
12,000 


9,600 
10,000 


EMOTION OF THE SHAREHOLDERS 
AT THE ANNOUNCEMENT OF A DIVIDEND OF 214d. 
(Description of a railway meeting from Pips’ Diary, 1849) 


“Comes Mr. Stagge to take me to the great 
railway meeting at the London Tavern: and 
we up the back stairs to the platform among 
the Directors, and glad of so good a place; 
but fearing to be taken for one of my Com- 
pany, did get behind a fat man to hide my- 
self. The shareholders below met to hear 
their affairs debated, and what a collection of 
wry and doleful faces! Methought the poor 
parsons and eager half-pay officers among 
them were a pitiful sight. Looked hard about 
for the Railway King, but Mr. Stagge did 
say in my ear he was not likely to show 
his face. The Secretary reading Bills to be 
brought into Parliament to join other rail- 
ways with this, and all the while interrupted 
by the shareholders with noise and outcries; 
but at last got through. Then the Chairman 
did propose that the Bills be approved of; 
but an amendment moved with much clapping 
of hands that the meeting do adjourn for one 
month to examine the Company's accounts; 
which they do say have been cooked. 

“Upon this a long speech from the Director, 
denying that it was so, and one made answer 
to him in a bouncing, ranting tongue; but to 
hear how the shareholders did shout and cheer 
whenever he accused the Board of a piece of 
roguery! He complained that proxy papers 
had been sent out by some for votes whereby 
to gain their own ends at £900 expense to 
the Company: whereat more uproar, in the 
midst whereof he moved another amendment, 
when the noise greater than ever, with groans 
and calling for dividends; and several in the 
meeting strove to speak, but could only wag 


their jaws and shake their fists at the Chair- 
man, and he imploring quiet in dumb show. 
Howbeit, one old gentleman got attention for 
a moment, and in great wrath and choler did 
declare that the Directors’ statement was all 
humbug. Then another with much ado to 
get a hearing, did move a third amendment: 
and after that, more wrangling and jangling, 
until the only man of any brains I had yet 
heard, up and showed the folly of moving 
amendment on amendment. 

“So the first and last amendment with- 

drawn, and the second put to the vote, and 
lost, and then the Chairman’s resolution put 
and lost also, and the shareholders hooting 
and hissing and shouting ‘Shame!’ and cry- 
ing that they could not understand the ques- 
tion. So the amendment and the former 
resolution both put over again, and both again 
lost; whereupon the shareholders stark mad, 
and rushed in a mob on the platform raving 
at the Chairman who jumped up in his chair, 
throwing his arms abroad, and shrieking for 
silence; till at last a poll determined on to 
decide whether for adjournment or not; and 
so the meeting brought to an end in as great 
hurly-burly as I ever heard, and a pretty 
Chairman methinks they have to keep order, 
and brave Directors to cook their accounts, 
and their meetings do seem as confused as 
their affairs; and thank my stars, I have not 
sunk my money in a railway.” 
(From a text by Percival Leigh which ap- 
peared originally in Punch and now reprinted 
in God’s Englishmen, Avalon Press and John 
Bradley, 1948) 








